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REVITALIZATION  OF  THE  MARITIME  INDUSTRY 


TUESDAY,  MAY  25,  1993 

House  of  Representatives, 
Subcommittee  on  Merchant  Marine, 
Committee  on  Merchant  Marine  and  Fisheries, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  call,  at  1:30  p.m.,  in  room 
1334,  Longworth  House  Office  Building,  Hon.  William  O.  Lipinski 
(Chairman  of  the  Subcommittee)  presiding. 

Present:  Representatives  Lipinski,  Pickett,  Taylor,  Schenk, 
Green,  Hastings,  Reed,  Manton,  Stupak,  Studds,  Ackerman, 
Thompson,  Bateman,  Kingston,  and  King. 

Staff  Present:  Keith  Lesnick,  Staff  Director;  Sharon  K.  Brooks, 
Counsel;  Randy  Morris,  Subcommittee  Clerk;  Fred  Zeytoonjian, 
Staff  Aide;  Hugh  N.  Johnston,  Minority  Counsel;  Charles 
Schechter,  Staff  Aide;  Jim  Caponiti,  MARAD  detailee;  Jeffrey  R. 
Pike,  Staff  Director;  Edmund  B.  Welch,  Counsel;  John  Cullather, 
Professional  Staff;  Sue  Waldron,  Press  Assistant;  Tom  Kitsos; 
Harry  F.  Burroughs,  Minority  Staff  Director;  Cynthia  M.  Wilkin- 
son, Minority  Chief  Counsel;  Kip  Robinson,  Minority  Counsel;  and 
Judy  Alvarez,  Chief  Minority  Clerk. 

Mr.  Lipinski.  If  we  can  have  everyone's  attention,  we  will  start 
the  hearing. 

First  of  all,  I  want  to  welcome  everyone  here  this  afternoon.  I  ap- 
preciate your  attendance.  I  particularly  appreciate  the  witnesses 
that  have  come  forward  for  this  hearing. 

I  would  like  to  start  off  our  hearing  this  afternoon  by  recognizing 
the  Chairman  of  the  full  Committee  of  Merchant  Marine  and  Fish- 
eries, Chairman  Studds. 

Chairman  Studds? 

STATEMENT  OF  HON.  GERRY  E.  STUDDS,  A  U.S.  REPRESENTATIVE 
FROM  MASSACHUSETTS,  AND  CHAIRMAN,  COMMITTEE  ON  MER- 
CHANT MARINE  AND  FISHERIES 

Chairman  Studds.  Thank  you  very  much,  Mr.  Chairman. 

I  regret,  as  I  told  you,  that  my  schedule  does  not  allow  me  to 
stay  this  afternoon  for  these  hearings,  but  I  did  want  to  take  this 
opening  moment  to  congratulate  you  and  the  Members  of  your  sub- 
committee on  this  crucial  step. 

As  I  think  people  now  know,  the  administration  has  decided  to 
leave  the  initiative  and  the  leadership  on  these  matters  to  the  Con- 
gress, and  with  your  leadership  we  are  seizing  that  leadership  as 
rapidly  as  we  possibly  can. 

(l) 


As  you  know,  the  capital  construction  fund  legislation  will  be 
marked  up  in  full  committee  tomorrow.  This  is  the  first  hearing  of 
what  I  trust  will  be  rapid  legislative  action  on  our  maritime  securi- 
ty program,  and  as  you  very  well  know,  a  broad  bipartisan  coali- 
tion of  Members  of  this  committee  intend  immediately  after  the 
Memorial  Day  recess  to  introduce  the  third  and  final  shipbuilding- 
perhaps  not  the  final  but  the  third  major  component,  which  is  ship- 
building legislation.  And  with  that  basic  triad,  this  committee  will 
have  launched  what  I  believe  constitutes  genuinely  comprehensive 
maritime  reform  in  all  of  its  elements. 

And  I  want  to  reiterate  my  strong  personal  commitment  to 
seeing  to  it  that  all  the  components  of  this  program  move  as  fast  as 
humanly  possible  and  rationally  and  reasonably  possible  through 
the  legislative  process,  and  I  hope  that  we  will  do  it  so  well  and  so 
compellingly,  that  the  administration  will  wish  to  incorporate  it  as 
its  own  with  great  pride. 

The  nation's  security  is  at  stake,  both  in  a  military  sense  and  in 
an  economic  sense,  and  it  is  a  reflection  of  that  I  think  that  brings 
us  together  in  such  an  extraordinarily  broad  and  bipartisan  basis 
behind  all  the  components  of  this  comprehensive  legislation. 

So  I  simply  want  to  wish  you  and  the  witnesses  here  well.  There 
is  a  great  deal  at  stake  in  our  being  able  to  succeed  in  this  endeav- 
or, and  I  am  confident,  Mr.  Chairman,  with  your  leadership,  this 
next  most  crucial  step  will  be  taken  wisely  and  quickly.  And  I  com- 
mend you  and  wish  you  God  speed. 

STATEMENT  OF  HON.  WILLIAM  O.  LIPINSKI,  A  U.S.  REPRESENTA- 
TIVE FROM  ILLINOIS,  AND  CHAIRMAN,  SUBCOMMITTEE  ON 
MERCHANT  MARINE 

Mr.  Lipinski.  Thank  you  very  much.  I  appreciate  those  words. 

Today  the  subcommittee  will  meet  to  hear  testimony  from  mari- 
time industry  representatives  on  H.R.  2151,  the  Maritime  Security 
and  Competitiveness  Act  of  1993,  a  bill  that  is  intended  to  revital- 
ize the  United  States  Merchant  Marine.  We  are  pleased  to  have 
before  us  today  witnesses  from  maritime  labor,  the  liner  vessel  op- 
erating industry,  and  the  bulk  vessel  operating  industry. 

We  have  reached  a  critical  point  in  the  long  debate  that  has 
ensued  regarding  the  future  of  our  maritime  industry.  Few  ques- 
tion the  need  for  a  strong  merchant  fleet,  crewed  with  U.S.  citi- 
zens. It  is  indeed  a  vital  national  resource  from  both  a  strategic 
and  a  commercial  viewpoint. 

The  U.S.  merchant  industry  has  demonstrated  its  value  in  deliv- 
ering manpower  and  supplies  while  in  harm's  way  during  many 
past  conflicts,  most  recently  during  the  Persian  Gulf  War  two 
years  ago.  The  emphasis  on  its  value  in  military  terms  has,  I  be- 
lieve, caused  us  to  lose  sight  of  its  importance  in  purely  economic 
terms. 

A  strong  U.S.-flag  industry  provides  jobs  for  our  citizens  and  se- 
curity to  all  segments  of  our  economy  that  are  dependent  on  trade 
with  our  global  partners.  Imagine  the  largest  trading  nation  in  the 
world  becoming  totally  dependent  on  foreign  countries  to  move  its 
goods.  That  is  the  path  we  are  on,  and  if  we  do  not  act  decisively 
now,  this  important  resource  may  be  lost  permanently. 


Effective  solutions  toward  preserving  a  strong  efficient  U.S.  Mer- 
chant Marine  in  the  1990's  and  beyond  have  proven  to  be  elusive 
due  to  budget  constraints.  The  solution  is  likely  to  be  expensive. 
Government  assistance  is  necessary  to  narrow  the  cost  disparity  be- 
tween U.S.  and  foreign  operators  competing  for  the  same  cargoes 
in  a  highly  competitive  market. 

Much  of  this  disparity  stems  from  the  higher  standards  for 
health,  safety  and  employment  that  we  in  this  country  are  all  for- 
tunate to  share.  This  higher  standard  of  living  is  reflected  in  the 
higher  wages  and  benefits  paid  to  U.S.  seamen  as  compared  to 
what  is  paid  to  their  foreign  counterparts. 

However,  the  burden  of  saving  the  U.S.  maritime  industry  must 
not  fall  completely  on  the  shoulders  of  government.  We  cannot 
expect  the  differences  between  U.S.  and  foreign  costs  to  evaporate 
overnight,  but  our  industry  does  need  to  become  more  competitive. 
The  operating  industry  and  maritime  industry  must  join  together 
in  a  meaningful  effort  in  that  direction.  Real  concessions  need  to 
be  made  on  both  sides  in  terms  of  job  security,  work  rules,  and 
wages. 

A  genuine  commitment  by  the  industry  to  become  more  competi- 
tive on  its  own  initiative  would  make  the  government's  task  much 
easier  and  would  enhance  our  ability  to  pass  necessary  legislation. 
In  those  circumstances,  a  program  of  government  support  to  main- 
tain our  dwindling  maritime  resources  would  be  viewed  more  fa- 
vorably by  everyone. 

It  is  my  hope  that  H.R.  2151  and  related  legislative  proposals 
will  serve  as  a  cornerstone  for  a  rejuvenated  and  competitive  U.S. 
Merchant  Marine  capable  of  transporting  this  nation's  foreign  com- 
merce. The  program  we  have  proposed  is  financially  responsible 
with  expected  outlays  significantly  less  over  its  ten-year  period 
than  operating  differential  subsidy  program  outlays  during  the 
past  10  years. 

We  welcome  all  alternative  proposals  or  suggestions  that  will 
assist  us  in  achieving  our  goal  of  a  strong  U.S.  maritime  industry. 

As  we  begin  our  discussions,  we  must  be  mindful  that  only  a  lim- 
ited amount  of  time  remains  to  pass  legislation  this  year.  The  very 
survival  of  our  U.S.  Merchant  Marine  depends  on  our  efforts. 

As  the  full  committee  Chairman  mentioned  a  few  minutes  ago, 
we  have  a  united  bipartisan  effort  on  this  subcommittee  and  full 
committee  to  do  something  to  save,  the  U.S.  Merchant  Marine  in- 
dustry. It  will  be  a  lot  easier  for  all  of  us  if  the  administration  will 
join  us  in  pursuing  this  goal.  It  is  hoped  that  they  will.  If  they  do 
not,  we  on  the  subcommittee  and  the  full  committee  still  plan  on 
pressing  ahead  in  resolving  this  problem  for  the  benefit  of  the  good 
old  USA  and  its  citizens. 

I  now  recognize  the  Ranking  Minority  Member  of  the  Merchant 
Marine  subcommittee,  Mr.  Bateman. 

STATEMENT  OF  HON.  HERBERT  H.  BATEMAN,  A  U.S.  REPRESENT- 
ATIVE FROM  VIRGINIA,  AND  RANKING  MINORITY  MEMBER, 
SUBCOMMITTEE  ON  MERCHANT  MARINE 

Mr.  Bateman.  Thank  you,  Mr.  Chairman. 
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I  want  to  thank  you  for  calling  this  hearing  so  quickly  after  the 
introduction  of  H.R.  2151  last  Wednesday.  I  know  this  puts  addi- 
tional pressure  on  the  witnesses  who  will  appear  before  us  today. 
However,  if  we  have  any  hope  at  all  of  passing  this  proposal,  we 
must  continue  to  press  on  at  an  accelerated  pace.  A  markup  in 
June  and  followups  in  July  are  essential.  The  four  Members  who 
appeared  at  the  Wednesday  press  briefing  are  committed  to  this 
timetable,  and  I  hope  the  Senate  shares  our  sense  of  urgency. 

As  I  have  said  on  several  occasions,  there  should  be  no  doubt  in 
anybody's  mind  our  existing  U.S.-flag  operators,  principally  Sea- 
Land,  APL  and  Lykes,  will  in  fact  move  their  operation  to  a  for- 
eign flag.  I  suspect  executives  in  these  companies  will  simply  reit- 
erate that  fact  again  today. 

How  many  times  does  President  Clinton  or  Secretary  Pena  need 
to  hear  it  before  they  believe  it?  The  real  tragedy  is  that  we  were 
warned,  we  were  told  in  advance,  and  now  it  is  really  upon  us. 

Mr.  Chairman,  we,  in  fact,  have  no  more  time.  This  is  our  last 
chance  to  preserve  a  once  proud  Merchant  Marine. 

Thank  you. 

Mr.  Lipinski.  Thank  you,  Mr.  Bateman. 

Mr.  Taylor,  do  you  have  an  opening  statement? 

STATEMENT  OF  HON.  GENE  TAYLOR,  A  U.S.  REPRESENTATIVE 
FROM  MISSISSIPPI 

Mr.  Taylor.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  in  addition  to  your  work  at  maintaining  those 
liners  that  we  have  available,  I  left  on  your  desk,  along  with  the 
Ranking  Minority  Members,  a  copy  of  a  proposal  that  I  hope  will 
be  included  in  the  defense  authorization  bill  that  will  take  some 
steps  to  revitalize  shipbuilding  in  this  country.  I  know  it  is  not  one 
of  the  subjects  today,  but  I  do  think  it  is  important  that  we  have  a 
broad-based  approach  that  takes  care  of  not  only  the  operators  but 
the  shipbuilders  as  well,  the  operators  and  all  the  aspects  of  Ameri- 
can shipbuilding. 

I  think  if  we  are  to  remain  a  great  nation,  we  have  to  be  a  great 
maritime  nation.  I  think  you  can  see  the  great  nations  of  the  world 
have  always  had  that  in  common.  It  won't  happen  by  itself.  And  I 
want  to  commend  you  and  the  other  Members  of  the  committee  for 
trying  to  get  something  going. 

We  hope  that  the  administration  will  adopt  the  proposals  that 
come  out  of  this  committee.  The  Armed  Services  Committee,  since 
they  have,  obviously,  got  a  lot  of  problems  and  are  not  making  this 
one  of  our  priorities,  I  am  glad  to  see  that  you  are. 

Thank  you. 

Mr.  Bateman.  Mr.  Chairman? 

Mr.  Lipinski.  Mr.  Bateman,  one  moment. 

Thank  you,  Mr.  Taylor,  and  I  certainly  appreciate  your  proposal 
and  I  believe  that  the  more  proposals  we  can  have,  the  more  effort 
we  make,  the  more  energy  we  generate,  the  greater  chance  we 
have  of  saving  the  industry  that  we  all  want  to  save. 

Mr.  Bateman? 


Mr.  Bateman.  Mr.  Chairman,  I  would  ask  unanimous  consent 
that  the  statement  of  my  colleagues,  Mr.  Fields  of  Texas  and  Mr. 
Cunningham  of  California,  be  made  a  part  of  the  record. 

Mr.  Lipinski.  Without  objection,  so  ordered. 

[The  statements  follow:] 

Statement  of  Hon.  Jack  Fields,  a  U.S.  Representative  from  Texas,  and 
Ranking  Minority  Member,  Committee  on  Merchant  Marine  and  Fisheries 

Mr.  Chairman,  today  we  are  taking  the  first  step  on  what  is  going  to  be  a  long 
journey  and  we  will  have  to  set  out  on  this  trip  alone,  without  any  guidance  or  lead- 
ership from  the  Administration. 

H.R.  2151  is  not  a  perfect  bill.  It  is  not  what  everyone  wants.  However,  we  can 
wait  no  longer  for  a  maritime  initiative  from  the  Administration.  Time  is  passing  us 
by  and  we  must  begin  reviewing  the  various  legislative  alternatives  to  revitalize  this 
critical  sector  of  our  economy. 

Mr.  Chairman,  I  was  delighted  to  join  you  in  the  cosponsorship  of  H.R.  2151.  Our 
nation's  national  security  needs  and  our  international  position  as  the  world's  fore- 
most trading  nation  demand  that  we  proceed  with  legislation  to  assure  the  continu- 
ation of  a  viable  United  States-flag  maritime  industry. 

Today,  the  Merchant  Marine  Subcommittee  will  hear  from  representatives  of  the 
vessel  owners  and  seagoing  labor.  Of  all  the  sectors  of  our  maritime  industry,  these 
two  groups  have  the  most  to  lose  if  we  cannot  successfully  conclude  this  legislative 
effort. 

This  bill  will  provide  vessel  owners  the  opportunity  they  have  been  seeking  for 
years  to  expand  their  international  shipping  horizons  and  to  operate  without  some 
of  the  foolish  and  unnecessary  Federal  regulations  that  have  shackled  these  compa- 
nies for  years. 

While  this  legislation  would  allow  these  operators  to  acquire  vessels  overseas,  it 
would  not  permit  them  to  obtain  vessels  from  subsidized  foreign  shipyards.  All  of  us 
have  been  looking  for  ways  to  address  the  foreign  shipbuilding  subsidy  problem. 
This  legislation  acknowledges  that  foreign  subsidies  have  kept  the  American  ship- 
building industry  from  being  able  to  participate  freely  in  the  international  ship- 
building market. 

As  a  condition  of  receiving  the  financial  help  from  this  legislation,  the  vessel 
owners  have  to  agree  to  make  their  ships  available  to  the  Government  during  any 
time  of  war  or  national  emergency.  It  is  quite  clear  to  this  Member,  at  least,  that 
the  Federal  Government  needs  access  to  sealift  vessels  as  part  of  our  contingency 
planning  for  our  military  security.  We  cannot  allow  ourselves  to  be  deceived  by  the 
temporary  moment  of  tranquility  in  which  we  find  ourselves  today  as  a  result  of  the 
dissolution  of  the  Soviet  Union.  At  some  point  in  our  future  we  will  have  to  respond 
to  another  formidable  enemy.  We  must  be  able  to  support  our  military  forces  with 
all  necessary  conventional  means. 

Mr.  Chairman,  I  am  pleased  that  you  scheduled  this  hearing  so  quickly  after  the 
introduction  of  the  Maritime  Security  and  Competitiveness  Act.  I  am  looking  for- 
ward to  working  with  you,  with  Chairman  Studds,  and  with  my  good  friend,  Herb 
Bateman,  as  we  fashion  a  maritime  promotion  package  for  this  beleaguered  indus- 
try. 


Statement  of  Hon.  Randy  "Duke"  Cunningham,  a  U.S.  Representative  from 

California 

Mr.  Chairman,  I  would  like  to  express  my  strong  support  for  the  operators'  and 
maritime  unions.  It  is  clear  that  this  country  benefits  by  a  strong  merchant  marine 
fleet  and  one  that  is  crewed  American  as  well.  I  would  like  to  support  the  language 
that  is  being  brought  up  before  this  subcommittee  today  because  of  its  aim  to  insure 
the  continued  existence  of  a  U.S.  flag  fleet.  However,  I  am  concerned  with  some  of 
the  language  that  is  currently  within  H.R.  2151. 

First,  to  my  knowledge,  there  is  no  limitation  to  the  number  of  ships  which  can  be 
transferred  into  the  maritime  security  fleet  and  be  eligible  to  receive  ODS  pay- 
ments. Conceivably,  all  available  funding  could  be  expended  on  these  foreign  flagged 
transfer  vessels,  thereby  abating  our  critical  need  to  build  ships  here  in  the  United 
States. 

Second,  I  would  like  to  see  a  provision  where  any  re-flagging  work  that  needs  to 
be  performed  on  these  vessels  is  required  to  be  accomplished  in  U.S.  shipyards. 
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The  situation  continues  to  deteriorate  for  the  United  States  shipbuilding  industry. 
As  we  in  Government  continue  to  debate  the  downsizing  of  our  defense  industry,  the 
short  term  effects  on)  shipbuilding,  both  private  and  public,  will  suffer  and  face  the 
immediate  reality  of  the  need  to  restructure. 

If  we  do  not  work  together  as  a  cohesive  group,  we  will  only  be  adding  to  our 
shipbuilding  and  repair  industries'  decline  and,  possibly,  the  total  collapse  of  our 
commercial  shipbuilding  in  this  country.  If  we  are  to  maintain  our  shipbuilding 
base,  we  must  recapture  a  share  of  the  commercial  shipbuilding  and  repair  market. 

As  I  stated  earlier,  I  understand  the  importance  of  maintaining  a  U.S.  flagged 
fleet,  however,  I  urge  the  committee  to  exercise  caution  in  the  implementation  of 
our  short  term  goals.  I  am  confident  that  our  U.S.  yards  can  be  competitive  once  we 
get  foreign  subsidies  out  of  the  shipbuilding  and  repair  industry.  Commercial  ship- 
building worldwide  is  booming,  and  we  are  being  shut  out  of  an  industry  that  is 
being  unfairly  subsidized  by  our  foreign  competitors.  It  is  clear  that  if  these  foreign 
subsidies  are  eliminated,  our  industry  could  be  building  a  much  greater  share  of 
this  market. 

It  was  stated  in  an  unclassified  version  of  a  1992  study  done  by  the  Center  for 
Naval  Analyses,  "Shipyard  Costs  and  Capabilities,"  that  our  U.S.  shipyards  now 
have  the  potential  for  series  production  of  world  market  standard  ships  for  approxi- 
mately the  same  price  as  those  built  by  foreign  yards.  In  addition,  the  study  showed 
hourly  compensation  costs  in  the  United  States  are  approximately  half  those  in 
Northern  Europe  and  the  same  as  in  Japan.  Again,  I  must  stress  that  in  under- 
standing the  needs  of  the  operator  and  maritime  unions,  we  must  also  realize  the 
needs  of  our  shipbuilding  and  repair  industries  who  can  compete  and  build  ships  of 
the  same  quality.  I  would  venture  to  say  that  if  the  unfair  subsidies  by  foreign  na- 
tions are  done  away  with  and  we  could  compete  on  equal  ground,  we  could  build 
better  ships  than  our  competitors. 

I  will  continue  to  work  diligently  to  see  that  these  goals  are  achieved. 


Statement  of  Hon.  Gene  Green,  a  U.S.  Representative  from  Texas 

Good  afternoon  to  Members  of  the  Subcommittee  and  our  distinguished  witnesses. 
As  an  original  co-sponsor  of  the  Maritime  Security  and  Competitiveness  Act  of  1993, 
I  strongly  urge  my  colleagues  to  support  this  legislation.  This  bill  will  help  to  main- 
tain jobs  of  our  American  ship  operators  and  keep  them  under  U.S.  flag  fleets.  As  a 
congressman  representing  the  Port  of  Houston,  I  firmly  believe  the  Maritime  Secu- 
rity and  Competitiveness  Act  of  1993  will  help  to  preserve  the  jobs  of  seafarers  who 
are  employed  at  the  port. 

The  Maritime  Competitiveness  Act  of  1993  is  especially  of  great  importance  be- 
cause the  Administration  has  stated  that  it  will  not  issue  its  own  revitalization 
package.  This  legislation  has  full  support  of  labor  and  vessel  operators.  Most  impor- 
tantly, it  has  a  bipartisan  support  from  both  the  majority  and  minority  ranking 
Members  of  this  Committee. 

Mr.  Chairman,  I  would  like  to  thank  you  for  introducing  this  significant  bill  that 
will  allow  for  restoration  in  our  maritime  industry.  I  strongly  urge  my  colleagues  to 
support  H.R.  2151. 

Mr.  Lipinski.  Do  you  have  an  opening  statement? 
Ms.  Schenk.  Yes,  I  do,  Mr.  Chairman. 
Mr.  Lipinski.  The  Chair  recognizes  you. 

STATEMENT  OF  HON.  LYNN  SCHENK,  A  U.S.  REPRESENTATIVE 
FROM  CALIFORNIA 

Ms.  Schenk.  First  of  all,  thank  you  for  holding  this  hearing  so 
quickly.  It  is  an  issue  of  great  importance  to  many  of  us  whether 
we  represent  shipowners  or  shipbuilding  industry. 

As  a  result  of  the  administration's  surprise  decision  not  to  pro- 
mote a  maritime  reform  policy  at  this  time,  I  am  anxious  to  hear 
the  comments  of  maritime  labor  and  the  operators  to  this  proposed 
legislation,  and  I  look  forward  to  supporting  the  legislation  which 
will  ultimately  save  thousands  of  jobs  and  maintain  the  U.S.  Mer- 
chant Marine  for  defense  and  economic  purposes. 


But,  Mr.  Chairman,  I  believe  that  we  must  implement  this  legis- 
lation in  a  fiscally  responsible  manner.  While  financial  assistance 
is  necessary  for  ship  operators  to  compete  in  the  world  market  and 
to  narrow  the  cost  differential  of  operating  a  U.S.  flagship,  I  be- 
lieve the  legislation  should  provide  incentives  for  operators  to 
reduce  their  operating  costs  whether  it  is  through  a  greater  fuel  ef- 
ficiency or  labor  efficiency  or  improved  safety  standards  which 
could  be  implemented  to  reduce  insurance  costs. 

But,  Mr.  Chairman,  I  think  it  is  important  that  we  support  our 
Merchant  Marine,  that  we  support  our  ship  operators,  and  that  we 
support  or  shipbuilding  industry,  and  I  look  forward  to  the  oppor- 
tunity to  working  on  this  legislation  with  you. 

Thank  you. 

Mr.  Lipinski.  Thank  you  very  much. 

Mr.  Hastings? 

STATEMENT  OF  HON.  ALCEE  HASTINGS,  A  U.S.  REPRESENTATIVE 

FROM  FLORIDA 

Mr.  Hastings.  Thank  you  very  much,  Mr.  Chairman,  and  good 
afternoon. 

It  gives  me  a  lot  of  pleasure  to  welcome  the  witnesses  of  the  mar- 
itime industry,  working  with  the  maritime  labor  and  liner  opera- 
tors and  bulk  carriers.  H.R.  2151  is  a  maritime  reform  program 
that  lends  financial  assistance  to  qualified  United  States  flagship 
operators.  This  plan,  once  put  into  effect,  will  restore  hope  to  those 
greatly  disappointed  by  the  President's  announcement  that  operat- 
ing subsidies  would  be  delayed  for  United  States  flag  carriers. 

Furthermore,  I  feel  it  will  recognize  the  need  to  help  promote  an 
even  hand  to  serve  the  inequities  United  States  flagship  operators 
face  when  confronted  by  higher  operating  costs  than  their  foreign 
competitors.  The  current  policy  of  operating  differential  subsidy, 
ODS,  will  shortly  expire  and  this  approach  is  well  suited  to  succeed 
it. 

I  welcome  the  opportunity,  Mr.  Chairman,  to  encourage  the  mar- 
itime security  fleet  and  endorse  the  purpose  of  this  legislation,  and 
I  am  glad  it  came  on  the  heels  of  the  week  before  last  where  Mr. 
Taylor  and  I  had  our  round.  Now  maybe  some  of  our  friends  will 
allow  a  measure  of  redemption. 

Thank  you. 

Mr.  Lipinski.  Thank  you  very  much,  Mr.  Hastings. 

Mr.  Ackerman? 

Mr.  Ackerman.  Thank  you,  Mr.  Chairman.  I  do  have  an  opening 
statement,  but  in  the  interest  of  saving  time,  I  will  ask  unanimous 
consent  to  place  it  in  the  record. 

Mr.  Lipinski.  We  will  certainly  be  happy  to  place  it  in  the  record. 
I  am  sure  no  one  will  object  to  that  whatsoever,  and  I  am  interest- 
ed in  moving  the  proceedings  along  also. 

[The  statement  of  Mr.  Ackerman  follows:] 

Statement  of  Hon.  Gary  L.  Ackerman,  a  U.S.  Representative  from  New  York 

First  of  all,  I  want  to  thank  the  Chairman  for  the  timeliness  of  this  hearing,  and 
to  thank  the  witnesses  for  their  presence  today. 

Events  in  the  merchant  marine  industry  have  been  fast  and  furious  for  the  past 
couple  of  weeks.  If  there  is  a  faint  silver  lining  in  all  of  this,  it  is  that  more  atten- 
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tion  has  been  focused  on  merchant  marine  reform  than  ever  before.  Our  ability  to 
be  a  seafaring  power  is  finally  front  page  news. 

This  hearing  is  about  preserving  a  lot  of  things  that  are  very  important.  It  is 
about  saving  jobs,  saving  competitiveness,  and  saving  an  important  factor  of  our  na- 
tional security.  I  hope  that  it,  and  subsequent  hearings,  go  further  in  educating  Con- 
gress and  the  American  people  about  the  importance  of  the  U.S.  merchant  marine. 

It  is  also  about  preserving  the  proud  seagoing  legacy  of  our  nation.  I  look  forward 
to  the  testimony  of  our  witnesses,  and  I  hope  they  can  give  us  ideas  about  how  to 
accomplish  these  goals. 

Mr.  Lipinski.  Our  first  panel  consists  of  Mr.  James  T.  Hopkins, 
Secretary-Treasurer,  International  Organization  of  Masters,  Mates, 
and  Pilots;  Mr.  Jerome  E.  Joseph,  Executive  Vice  President,  Ameri- 
can Maritime  Officers;  Michael  Sacco,  President,  Seafarers  Interna- 
tional Union;  Tal  Simpkins,  Director,  AFL-CIO  Maritime  Commit- 
tee; and  Gordon  Ward,  President,  District  1,  Pacific  Coast  District- 
MEBA. 

Welcome,  gentlemen,  one  and  all.  Which  gentlemen  is  going  to 
speak  here  for  the  group? 

Mr.  Sacco.  I  have  been  elected,  Mr.  Chairman. 

Mr.  Lipinski.  I  am  very  happy  to  hear  you  have  been  elected  Mr. 
Sacco.  The  floor  is  yours. 

STATEMENTS  OF  JAMES  T.  HOPKINS,  SECRETARY-TREASURER, 
INTERNATIONAL  ORGANIZATION  OF  MASTERS,  MATES,  AND 
PILOTS;  JEROME  E.  JOSEPH,  EXECUTIVE  VICE  PRESIDENT, 
AMERICAN  MARITIME  OFFICERS;  MICHAEL  SACCO,  PRESI- 
DENT, SEAFARERS  INTERNATIONAL  UNION;  TAL  SIMPKINS,  DI- 
RECTOR, AFL-CIO  MARITIME  COMMITTEE;  AND  GORDON  WARD, 
PRESIDENT,  DISTRICT  1,  PACIFIC  COAST  DISTRICT— MEB A 

STATEMENT  OF  MICHAEL  SACCO 

Mr.  Sacco.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  we  have  a  joint  statement  which  we  submitted  to 
your  committee  for  the  record,  signed  by  all  of  maritime  labor,  and 
the  names  of  the  people  who  signed  the  statement  are:  Timothy  A. 
Brown,  President  of  the  International  Organization  of  Master, 
Mates,  and  Pilots,  ILA;  Henry  "Whitey"  Disley,  President  of  the 
Marine  Firemen's  Union;  Thomas  C.  Harper,  President  of  the 
Radio  Electronic-Officers  Union,  District  No.  3,  MEBA;  Gunnar 
Lundeberg,  President,  Sailors'  Union  of  the  Pacific;  Raymond  T. 
McKay,  President  of  the  American  Maritime  Officers,  District  2, 
MEBA;  Louis  Parise,  Chairman  of  the  Unlicensed  Division  of  Dis- 
trict No.  1,  MEBA/NMU;  myself,  Michael  Sacco,  President  of  the 
Seafarers  International  Union;  William  Schuman,  President  of  the 
American  Radio  Association,  ILA;  and  Gordon  M.  Ward,  President 
of  District  No.  1,  PCD,  MEBA. 

Mr.  Chairman,  what  I  have  here  is  a  summary  of  our  full  state- 
ment, and  after  I  read  the  summary  statement,  the  panel  will  be 
pleased  to  respond  to  questioning. 

Mr.  Lipinski.  Let  me  just  interrupt  you  momentarily.  I  am  sure 
no  one  will  object.  We  will  accept  your  entire  statement  into  the 
record  as  of  now  and  give  you  an  opportunity  now  to  summarize  it. 
Go  right  ahead. 

Mr.  Sacco.  Thank  you,  Mr.  Chairman. 


On  behalf  of  all  of  the  major  maritime  unions  representing 
America's  licensed  and  unlicensed  seagoing  work  force,  I  am 
pleased  to  express  my  support  for  H.R.  2151,  the  Maritime  Security 
and  Competitiveness  Act  of  1993,  and  H.R.  2152,  the  Merchant 
Marine  Investment  Act  of  1993.  We  believe  both  bills  clearly  dem- 
onstrate the  bipartisan  commitment  on  the  part  of  the  leadership 
and  Members  of  this  committee  to  preserve  and  create  American 
jobs  and  to  increase  the  competitiveness  of  U.S.-flag  vessels. 

We  believe  it  is  essential  that  Congress  act  now  to  put  in  place 
the  regulatory  and  statutory  framework  necessary  to  carry  our  in- 
dustry into  the  21st  Century.  We  thank  you,  Mr.  Chairman,  for 
scheduling  this  hearing  so  promptly. 

The  jobs  of  the  people  we  represent  depend  on  our  mutual  suc- 
cess. It  is  no  exaggeration  to  state  that  time  is  running  out  for  us. 
Unless  our  government  recognizes  and  responds  to  the  incentives 
and  advantages  given  to  foreign-flag  operators,  U.S.-flag  vessel  op- 
erations will  likely  cease. 

The  American  operator  needs  the  authority  to  acquire  new  and 
additional  tonnage  under  the  U.S.  flag  and  this  must,  in  cur  opin- 
ion, be  done  in  a  way  which  recognizes  the  plight  of  the  American 
shipyards  and  the  impact  foreign  subsidies  have  on  our  shipbuild- 
ing labor  force. 

American  operators  need  freedom  from  regulatory  constraints 
which  impede  vessel  operations,  such  as  trade  routes  restrictions 
and  so-called  three-year  rule  for  the  carriage  of  liner  preference 
cargoes.  American  operators  must  have  a  depreciation  schedule 
more  like  that  enjoyed  by  their  competitors. 

American  operators  must  have  the  full  cooperation  and  direct 
support  of  the  U.S.  Government  in  recognition  of  the  higher 
health,  safety  and  employment  standards  rightly  imposed  on  U.S.- 
flag  vessels.  Such  a  support  program  must  be  of  a  sufficient  time- 
frame to  provide  U.S.-flag  operators  with  long-term  consistency  and 
a  more  level  playing  field. 

With  regard  to  these  and  other  provisions  in  H.R.  2151  and  H.R. 
2152,  we  understand  certain  amendments  and  fine  tuning  will  be 
and  are  necessary.  However,  we  strongly  urge  the  process  to  go  for- 
ward. 

Maritime  labor  is  united  and  we  will  do  everything  we  can  to 
ensure  the  enaction  of  legislation  critical  to  maintain  maritime 
jobs  and  the  growth  of  our  industry. 

In  conclusion,  we  want  to  convey  to  this  committee  the  deep  ap- 
preciation of  the  men  and  women  of  the  U.S.-flag  Merchant 
Marine.  For  too  long  the  individual  worker  has  been  the  forgotten 
component  of  national  economic  planning  and  for  too  long  the  con- 
tributions our  people  made  to  the  economic  and  military  well-being 
of  our  nation  have  been  ignored,  and  for  too  long  foreign  shipping 
interests  have  been  able  to  capture  a  greater  and  greater  share  of 
our  commerce  by  demanding  we  practice  so-called  free  trade  while 
they  heavily  subsidize  and  support  their  fleets. 

This  legislation  responds  effectively  to  many  of  the  problems 
facing  our  industry.  The  sponsors  and  cosponsors  have  our  thanks 
and  our  total  support  and  thank  you,  Mr.  Chairman.  And  now  we 
will  open  up  the  floor  for  questions. 

[The  statement  of  Mr.  Sacco  may  be  found  at  end  of  hearing.] 
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Mr.  Lipinski.  Thank  you  very  much,  Mr.  Sacco.  I  appreciate  your 
statement.  It  was  very  direct,  very  forceful,  and  I  agree  with  you. 

We  will  now  open  up  the  floor  for  questions. 

Mr.  Sacco.  I  am  sorry,  Mr.  Chairman,  if  I  overstepped  my 
bounds. 

Mr.  Lipinski.  You  didn't  overstep  your  bounds  at  all.  I  know  how 
it  is  to  be  a  man  that  is  in  charge;  when  you  find  yourself  in  a  situ- 
ation where  you  are  not,  you  do  have  a  tendency  still  to  be  that 
way.  I  am  often  guilty  of  the  same  thing  myself.  Don't  let  it  phase 
you  in  the  least. 

Mr.  Sacco.  Thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  The  Chair  recognizes  Mr.  Bateman. 

Mr.  Bateman.  Mr.  Chairman,  I  can't  say  how  pleased  I  am  to 
hear  this  ringing  endorsement  of  our  initiative.  I  think  we  all  real- 
ize that  we  are  very  much  in  this  together  and  we,  I  am  sure,  very 
much  want  the  input  of  maritime  labor  as  we  try  to  frame  this 
issue. 

I  would  certainly  suggest  that  you  use  the  considerable  influence 
that  you  have,  especially  in  light  of  the  fact  that  I  have  so  little, 
perhaps,  in  trying  to  persuade  the  administration  that  the  train 
has  not  really  left  the  station.  There  is  still  room  for  them  to  get 
aboard.  And  any  further  comments  anyone  on  the  panel  has,  I 
would  be  happy  to  listen  to  as  all  of  us  would. 

Mr.  Lipinski.  Thank  you,  Mr.  Bateman. 

Mr.  Pickett? 

Mr.  Pickett.  Thank  you,  Mr.  Chairman. 

I  apologize  that  I  was  not  here  for  all  the  statements,  but  the  one 
issue  that  seems  to  keep  coming  back  and  one  where  it  is  very  diffi- 
cult to  try  and  deal  with  is  the  way  in  which  the  various  compo- 
nents of  the  maritime  industry  are  able  to  communicate  with  each 
other  and  try  to  work  out  a  common  program  or  a  common  objec- 
tive. 

I  wonder  if  any  of  you  gentlemen  would  care  to  comment  on 
what  you  think  the  progress  has  been  in  this  area  and  whether 
there  is  a  basis  to  come  together  and  support  a  single  maritime 
program. 

Mr.  Ward.  I  would  like  to  take  a  stab  at  that.  I  think  it  was  well 
noted  that  the  Chairman  mentioned  you  have  bipartisan  support 
here  in  the  subcommittee  and  the  full  committee,  and  I  think  that 
is  the  case  here,  not  only  with  maritime  labor,  as  Mr.  Sacco  men- 
tioned, but  also  with  management  in  our  industry.  Labor  and  man- 
agement are  both  here  on  a  bipartisan  basis  to  do  whatever  we  can 
for  our  industry,  and  I  think  we  have  made  statements  over  and 
over  again  that  we  are  both  willing  to  do  our  part,  to  do  whatever 
has  to  be  done  to  save  our  industry. 

I  have  not  heard  here  today  anything  that  I  disagree  with  and  I 
know  I  am  preaching  to  the  choir  to  the  people  in  this  room,  but  it 
is  ludicrous  to  contemplate  what  might  happen  if  we  don't  get 
something  done  this  year.  So  it  is  obvious  that  we  have  to  have  this 
bipartisan  support  with  you  folks  and  with  all  of  us  in  this  indus- 
try, and  I  think  we  have  it. 

Thank  you. 

Mr.  Pickett.  Anyone  else  care  to  comment  on  that  one? 
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Mr.  Simpkins.  Mr.  Chairman,  we  would  add  to  that  also,  that  we 
think  we  have  the  best  possible  atmosphere.  We  have  political 
unity,  we  also  have  labor  and  management  unity  in  support  of  this 
legislation.  If  you  have  been  around  here  36  years,  like  I  have,  you 
would  have  to  agree  that  you  don't  see  this  often. 

Mr.  Pickett.  That  was  very  encouraging  to  hear.  I  thank  you 
very  much. 

And,  Mr.  Chairman,  I  thank  you. 

Mr.  Lipinski.  Thank  you,  Mr.  Pickett. 

Mr.  Kingston,  any  questions? 

Mr.  Kingston.  No,  thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  Mr.  Taylor? 

Mr.  Taylor.  Gentlemen,  I  share  your  sentiments  that  we  have  to 
do  something  to  rebuild  the  American  merchant  fleet  and  maintain 
what  we  have  and  go  from  there.  I,  for  one,  am  troubled  a  bit  with 
the  idea  of  having  the  operating  subsidy  on  foreign-built  ships.  I 
think  that  that  is  the  silliest-I  think  you  need  both. 

You  are  saying  you  need  an  American-manned  vessel.  I  agree, 
but  I  think  you  need  a  vessel  that  is  built  here  and  then  manned 
by  Americans.  And,  quite  frankly,  if  we  do  not  amend  the  bill  as 
introduced,  we  are  only  getting  half  a  loaf  and  that  puts  us  back  in 
the  position  of  relying  on  someone  else  to  build  our  fleet  for  us. 
That  kind  of  falls  under  the  definition  of  a  banana  republic  or  a 
Third  World  country  if  you  cannot  even  build  your  own  vessels. 

I  was  wondering  if  any  of  you  want  to  comment  on  that? 

Mr.  Sacco.  Well,  Mr.  Chairman  and  Congressman,  in  my  re- 
marks I  said  we  understand  that  certain  amendments  and  fine- 
tuning  will  be  necessary,  and  one  of  the  things  to  which  I  was  re- 
ferring, is  the  shipbuilding  part  of  this  bill. 

Mr.  Taylor.  Mr.  Ward? 

Mr.  Ward.  Well,  I  certainly  agree  with  your  comments  that  we 
need  a  shipbuilding  capacity  here  in  this  country.  We  are  a  mari- 
time nation  and  we  have  to  build  our  own  ships. 

I  think  most  of  us  feel  that  because  time  is  of  the  essence  here, 
maybe  there  might  be  some  possibility  for  a  compromise,  to  allow 
some  possibilities  for  some  foreign-built  ships  and  also  blend  in  a 
good  shipbuilding  program  that  makes  sense. 

Mr.  Taylor.  If  I  could,  sir,  since  I  have  my  five  minutes  left,  I 
would  ask  that  you  gentlemen  would  work  with  the  builders.  I 
think  we  have  had  a  problem,  sort  of  like  with  the  Hatflelds  and 
the  McCoys,  or  to  use  the  King  Solomon  analogy,  both  of  you  all 
have  said,  Kill  the  baby,  and  I  hope  that  you  will  act  more  like  the 
other  mother  who  says,  Let's  let  her  have  it  if  it  means  killing  the 
child. 

I  would  certainly  encourage  you,  since  your  constituency  is  small 
enough  already,  not  to  get  at  odds  with  the  shipbuilders,  and  I 
would  encourage  the  shipbuilders  not  to  get  at  odds  with  you.  We 
need  both  of  your  constituencies  working  together  for  a  change  if 
we  are  going  to  restore  this  national  asset. 

Thank  you,  Mr.  Chairman. 

Mr.  Sacco.  Mr.  Chairman,  Congressman? 

Mr.  Lipinski.  Mr.  Sacco. 

Mr.  Sacco.  If  I  could  add  a  few  comments.  We  are  working  very 
closely  with   the  builders   and   the   repair   yards.   The   Maritime 
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Trades  Department  of  which  I  am  President  is  one  of  the  largest 
industrial  trade  departments  in  the  AFL-CIO.  It  represents  42  na- 
tional and  international  unions  with  a  membership  of  over  8.5  mil- 
lion people.  In  my  department,  I  have  many,  many,  many  shipyard 
unions.  So  we  are  working  very  closely  with  them  to  see  what  we 
can  do  to  get  some  kind  of  vision  in  this  bill  for  shipyard  interests. 

Mr.  Lipinski.  I  would  just  like  to  comment  on  this.  I  view  this 
bill  as  not  only  one  to  make  sure  we  have  ships  for  our  internation- 
al commerce,  but  also  as  a  bill  to  create,  to  hold  on  to  and  to  create 
as  many  jobs  as  possible  for  American  citizens,  and  that  is  my  goal 
in  this  legislation. 

I  am  sure  as  we  move  along  in  the  process  we  will  be  doing  ev- 
erything that  we  possibly  can  to  hold  on  and  to  increase  jobs  in  our 
shipyards  in  this  nation.  So  I  think  we  all  share  that  as  a  goal,  to 
work  to  develop  legislation  that  will  be  beneficial  to  American 
shipyards  and  to  American  citizens. 

Mr.  Reed? 

Mr.  Reed.  Mr.  Chairman,  I  just  wonder  if  Mr.  Sacco  had  any 
questions  for  us? 

I  am  pleased  to  be  here,  pleased  to  be  a  cosponsor  of  this  legisla- 
tion and  join  you  in  doing  something  that  is  essential  to  putting 
American  seamen  back  on  American  ships  serving  our  country  and 
making  us  once  again  a  predominant  maritime  power.  We  all  share 
that  goal,  and  I  look  forward  to  working  with  you  in  that  effort 
and  working  with  the  Chairman. 

Thank  you,  Mr.  Chairman,  for  the  hearing  and  for  the  legisla- 
tion. Thank  you  very  much. 

Mr.  Lipinski.  Thank  you. 

Mr.  Manton? 

Mr.  Manton.  Thank  you,  Mr.  Chairman. 

I  just  want  to  congratulate  the  panel  for  its  unanimity  on  this 
very,  very  important  issue.  This  is  my  ninth  year  on  this  commit- 
tee and  I  think  this  is  probably  one  of  the  most  significant  pieces  of 
legislation  that  has  come  down  the  pike. 

We  all  know  what  has  happened  over  the  years  to  our  maritime 
interests  and  I  think  this  legislation  is  a  step  in  the  right  direction 
in  rebuilding  our  maritime  industry,  along  with  all  the  jobs  that 
flow  with  it.  And  I  am  happy  to  be  on  this  subcommittee  at  this 
time  and  to  pledge  to  work  with  all  of  you  to  see  to  it  that  we  can 
implement  this  very  worthy  legislation. 

Thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  Mr.  Ackerman? 

Mr.  Ackerman.  Thank  you,  Mr.  Chairman. 

In  my  district,  which  is  on  the  North  Shore  of  Long  Island,  we 
have  the  King's  Point  Merchant  Marine  Academy,  and  I  know  that 
there  are  other  Members  here  who  represent  similar  institutions.  I 
would  like  you  to,  if  you  can,  characterize  the  prospects  of  cadets 
who  are  presently  graduating  from  academies  for  getting  jobs. 

Mr.  Hopkins.  Mr.  Ackerman,  my  name  is  James  Hopkins.  I  am 
with  the  International  Organization  of  Masters,  Mates  and  Pilots. 
And,  of  course,  you  know,  as  the  number  of  ships  decline,  so  do  the 
number  of  jobs  and  the  available  manpower  to  man  these  ships. 

Shipping,  as  we  call  it,  takes  probably  at  this  particular  time  sev- 
eral months  for  a  man  to  get  a  job.  Shipping  prospects  for  a  gradu- 
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ate  this  year,  due  to  the  decline  in  the  American  Merchant  Marine 
fleet,  are  not  that  good.  They  are  not  over  with  but  their  shipping 
prospects  are  very  poor.  Whether  it  be  for  King's  Point,  from  which 
I  graduated  in  1959,  or  any  of  the  other  State  academies  shipping 
prospects  are  not  that  good. 

Mr.  Ackerman.  Without  the  reform  that  the  Chairman  is  propos- 
ing, would  the  prospects  be  the  same  or  better  or  worse? 

Mr.  Hopkins.  It  will  get  much  worse  unless  some  effective  legis- 
lation take  place.  You  are  talking  about  the  complete  demise  of  the 
merchant  marine  and  without  a  merchant  marine,  you  don't  need 
officers  to  man  ships  that  don't  exist.  Therefore,  you  wouldn't  need 
merchant  marine  academies,  State  or  Federal. 

Mr.  Ackerman.  Thank  you. 

This  is  my  first  year  on  the  committee,  unlike  my  colleague  from 
Queens  who  has  been  here  for  nine  years  on  this  subcommittee, 
and  I  didn't  know  that  it  was  so  easy  to  get  a  consensus.  Otherwise, 
I  would  have  gotten  on  this  committee  a  long  time  ago. 

Mr.  Lipinski.  Probably  because  of  the  new  Chairman  of  this  sub- 
committee. 

We  have  a  vote  on  the  Floor,  as  I  am  sure  most  of  you  know.  I 
have  several  questions  here,  but  what  I  want  to  do  is  give  you  the 
questions  and  ask  each  one  of  you  to  answer  them  individually 
with  a  memo  back  to  the  committee,  because  we  are  going  to  have 
to  go  over  to  vote.  I  don't  want  to  hold  you  here  until  we  come 
back  to  answer  a  couple  of  questions. 

I  want  to  say,  though,  I  appreciate  very  much  all  of  you  being 
here.  And  we  are  talking  about  being  united  here  with  manage- 
ment and  labor  and  Democrats  and  Republicans,  and  we  are.  And, 
hopefully,  the  administration  will  join  us  in  the  very  near  future. 

I  want  to  say  to  all  of  you  and  everyone  present  here  today  that  I 
sincerely  believe  that  if  we  are  going  to  save  the  U.S.  merchant 
marine  and  all  those  American  jobs,  we  have  to  pass  this  legisla- 
tion this  year.  I  believe  that  we  are  at  the  deadline  for  postponing 
this.  There  is  no  tomorrow  when  it  comes  down  to  this  legislation. 
It  has  to  be  done  today. 

We  all,  all  of  us  here  on  this  subcommittee,  all  the  Members  of 
the  full  committee,  anybody  else  in  the  House  and  in  the  Senate 
that  supports  us,  and  you  people,  you  people  probably  more  than 
anybody  else,  have  to  keep  the  pressure  up  on  everyone  involved  to 
move  this  legislation  into  law.  We  all  need  each  other  and  we  need 
everyone  to  stay  on  top  of  it.  We  cannot  walk  away  from  this  hear- 
ing today  and  not  think  about  it  or  not  do  anything  about  it  for 
another  month.  We  have  to  stay  on  top  of  it  each  and  every  day, 
and  I  ask  you  all  to  remember  that  and  all  to  follow  along  those 
lines. 

Now,  with  the  permission  of  Mr.  Sacco,  I  will  release  this  panel 
over  here  and  we  will  go  vote,  and  we  should  be  back  in  about  five 
to  seven  minutes. 

Thank  you,  gentlemen. 

Mr.  Sacco.  Thank  you,  Mr.  Chairman. 

[Recess.] 

Mr.  Lipinski.  Can  we  have  our  next  panel  take  their  seats, 
please? 
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Our  next  panel  is  the  line  operators,  and  we  have  Mr.  John  P. 
Clancey,  President  and  CEO,  Sea-Land  Service,  Incorporated.  We 
have  Mr.  Alan  A.;  Butchman,  Totem  Ocean  Trailer  Express;  Mr. 
William  P.  Verdon,  Senior  Vice  President  and  General  Counsel, 
Crowley  Maritime;  Mr.  James  Amoss,  Chief  Executive  Officer, 
Lykes  Brothers  Steamship  Company;  Mr.  Robert  Leyh,  Senior  Vice 
President,  Waterman  Steamship  Corporation;  Mr.  George  Hayashi, 
President,  American  President  Lines. 

I  hope  I  did  everyone's  name  justice,  and  I  hope  I  didn't  forget 
anyone.  One,  two,  three,  four,  five,  six.  No,  I  got  everybody. 

I  understand,  Mr.  Clancey,  you  will  be  the  spokesman  for  this 
panel. 

Mr.  Clancey.  Yes,  Mr.  Chairman. 

Mr.  Lipinski.  The  floor  is  yours 

STATEMENTS  OF  JOHN  P.  CLANCEY,  PRESIDENT  AND  CHIEF  EX- 
ECUTIVE OFFICER,  SEA-LAND  SERVICE  INCORPORATED,  AC- 
COMPANIED BY  ALAN  A.  BUTCHMAN,  ESQUIRE,  TOTEM  OCEAN 
TRAILER  EXPRESS;  WILLIAM  P.  VERDON,  ESQUIRE,  SENIOR 
VICE  PRESIDENT  AND  GENERAL  COUNSEL,  CROWLEY  MARI- 
TIME; JAMES  AMOSS,  CHIEF  EXECUTIVE  OFFICER,  LYKES 
BROTHERS  STEAMSHIP  COMPANY;  ROBERT  LEYH,  SENIOR 
VICE  PRESIDENT,  WATERMAN  STEAMSHIP  CORPORATION;  AND 
GEORGE  HAYASHI,  PRESIDENT,  AMERICAN  PRESIDENT  LINES 

Mr.  Clancey.  Thank  you  and  your  associates  for  the  opportunity 
to  testify  as  spokesman  for,  in  fact,  all  nine  liner  companies  cer- 
tainly in  the  United  States. 

I  would  request  the  full  written  statement  be  accepted  for  the 
record  so  that  I  can  speak  briefly  now  to  the  key  and  salient  points 
incorporated  in  that  piece  of  paper. 

Mr.  Lipinski.  Without  objection,  so  ordered. 

Mr.  Clancey.  At  this  point  in  time,  it  certainly  should  be  under- 
stood, and  I  can't  overemphasize,  that  the  carriers  that  sit  before 
you  and  the  three  that  are  not  here,  are  committed  to  maritime 
reform,  though  we  are  very  concerned  with  the  administration's 
position,  as  you  alluded  to  in  your  comments  earlier. 

Unfortunately,  time  is  not  on  our  side.  Maritime  reform  has  been 
on  the  agenda  for  quite  some  time  and  we  all  compete  in  a  very 
hostile  environment.  The  Koreans,  the  Chinese,  the  Europeans 
have  advantages  that  we  don't  have;  they  are  constantly  attempt- 
ing to  do  everything  they  can  to  erode  our  market  share  in  the 
trades  that  we  compete  with  them.  Their  governments  in  total  are 
very  supportive  of  what  they  are  doing.  And  in  many  cases,  mari- 
time operations  in  those  countries,  which  have  industrial  policies, 
work  hand-in-hand.  We  must  do  what  is  necessary  to  compete  if  we 
are  to  ensure  our  economic  viability  as  we  go  on. 

The  carriers  appreciate  the  bipartisan  approach  being  shown  by 
the  leadership  of  this  subcommittee  in  addressing  the  critical  issue 
of  maritime  reform  and  to  hopefully  create  a  level  playing  field  for 
the  remaining  U.S.  carriers  with  our  foreign  competitors. 

We  believe  that  a  U.S.  merchant  marine  supports  and  protects 
both  the  vital  defense  and  economic  interests  of  the  United  States, 
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and  we  also  believe  that  it  is  in  the  best  interest  of  this  country, 
both  economically  as  well  as  from  a  defense  standpoint. 

The  most  recent  demonstration  of  the  criticality  of  what  we  pro- 
vide, I  think,  was  evidenced  by  Desert  Storm.  Collectively  we  han- 
dled 80  percent  of  the  sustenance  cargo  that  went  into  the  gulf. 
And  what  is  lost  on  many  people  is  it  is  not  just  the  ships,  but  the 
people,  the  systems,  the  containers,  the  ports,  that  enabled  us  to  do 
what  we  did.  The  cargo  that  initially  moved,  moved  in  a  surge.  We 
found  that  very  quickly  they  could  NOT  handle  the  cargo  in  the 
gulf. 

If  it  had  not  been  for  our  facilities  and  our  systems  on  a  world- 
wide basis,  there  would  have  been  no  place  to  put  it.  So  what  we 
were  forced  to  do  is  stage  the  cargo  in  Rotterdam,  Algiers,  different 
ports  in  Asia.  The  same  thing  took  place  on  the  return. 

I  mean,  these  are  weapons.  These  are  supplies,  and  many  other 
items  they  could  not  take  back  into  the  system  in  Europe,  in  Asia, 
in  North  America.  I  think  that  having  that  merchandise  in  the 
hands  of  Americans,  American  facilities,  watched  by  Americans,  is 
very  important  to  this  country. 

Our  companies  provide  today  a  fleet  in  being,  one  that  does  not 
have  to  be  newly  constructed  or  one  that  has  to  be  acquired  or 
chartered.  It  is  put  together  with  private  capital;  it  is  operational 
and  readily  available  today  in  all  of  the  oceans  of  the  world,  and 
we  have  the  experience.  And  you  heard  from  the  labor  people 
before,  that  that  experience  is  vital.  Having  all  the  assets  and 
having  all  the  systems  without  the  experience  and  the  dedication  is 
a  real  issue. 

U.S.  liner  companies  also  contribute  to  the  balance  of  payments. 
U.S.  liner  companies  manned  by  U.S.  crews  pay  taxes  in  the 
United  States.  However,  continued  availability  of  these  defensive 
and  economic  assets  is  certainly  in  question. 

U.S.  liner  companies  today  operate  at  a  competitive  disadvan- 
tage: the  cost  to  build  versus  our  foreign  competitors;  the  cost  to 
operate  with  U.S.  crews  versus  crews  of  many  countries  of  the 
world;  the  cost  to  meet  Coast  Guard  standards  in  ports  of  the 
United  States  where  our  European  and  our  Asian  and  South  Amer- 
ican competitors  do  not  have  to  meet  the  same  standards,  even 
though  they  are  in  the  same  ports  and  pass  under  the  same  bridges 
that  we  do;  and  the  cost  of  a  higher  U.S.  tax  system  that  does  not 
provide  us  with  the  advantages  of  all  of  our  competitors. 

H.R.  2152  addresses  the  tax  inequities  through  accelerated  depre- 
ciation and  ending  the  AMT  applicability  to  tax-deferred  deposits 
in  allowing  the  use  of  CCF  funds  to  make  capital  lease  payments 
contained  in  principal  portions  of  vessel  charter  hire. 

Unfortunately,  2152  does  not  permit  the  use  of  CCF  funds  to 
build  ships  in  foreign  yards,  and  I  know  that  is  an  issue  for  a 
number  of  people  on  the  panel,  and  I  know  it  is  something  that  the 
shipyards  are  very  concerned  about. 

But  we  are  in  a  competitive  environment.  We  are  being  pres- 
sured every  day.  Many  of  us  need  to  replenish  our  fleet  and  we 
cannot  do  it  with  the  significant  disadvantage  in  price,  time  or  in 
quality.  We  hope  there  is  a  compromise  that  can  be  reached  with 
the  shipyards. 
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Corrections  to  the  tax  inequities  is  essential  for  the  very  simple 
reason  that  Americans  have  to  earn  more  than  their  competitors  in 
order  to  have  the  same  avenue  tax  returns  for  shareholders  and  for 
reinvestment,  but  we  cannot  charge  more  in  the  market  for  a  cer- 
tain piece  of  goods.  And  tax  reform  by  itself,  no  matter  how  badly 
needed,  will  not  be  enough  to  preserve  the  viability  of  our  industry. 

H.R.  2151  contains  many  of  the  provisions  that  our  companies 
proposed  to  Congress  early  this  year.  The  bill,  and  our  five-page 
proposal,  which  is  attached  to  our  prepared  statement,  together 
can  form  a  firm  basis  for  a  meaningful  and  effective  reform  effort. 

It  is  an  essential  that  in  a  new  environment  where  U.S.  opera- 
tors have  to  have  parity  of  opportunity  with  each  other  there  be 
free  access  to  foreign  shipyards  for  revitalization  of  the  U.S.-flag 
fleet  in  the  new  program.  Otherwise,  there  will  be  no  new  U.S.-flag 
ships. 

We  carriers  have  labored  mightily  to  arrive  at  proposals  which 
are  fair  to  all  and  do  not  favor  any  one  segment  of  our  group  over 
any  other.  Unfortunately,  2151  has  strayed,  we  hope  unintentional- 
ly, from  that  evenhanded  approach  in  some  detail. 

One  is  the  bill's  provision  that  currently  subsidized  carriers 
would  have  first  preference  and  access  to  funds  under  a  new  pro- 
gram. Our  group  also  opposes  treating  vessel  eligibility  to  partici- 
pate in  the  new  program  as  marketable  slots.  We  do  not  believe  it 
would  serve  the  public  policy  objective  of  the  program  to  create  a 
market  for  such  slot. 

The  issues  of  where  ships  can  be  built,  certainly  as  to  who  will  be 
able  to  participate  in  the  program;  the  certainty  as  to  the  amount 
of  per  annual  payment  per  vessel;  the  length  of  the  contract  life; 
the  criticality  of  funding  that  is  there  that  we  can  depend  on,  are 
all  vitally  interconnected  issues  which  we  would  like  the  opportuni- 
ty to  discuss  with  members  of  staff  in  the  coming  days. 

Once  again,  we  applaud  your  efforts  but,  unfortunately,  timing  is 
critical.  The  American  merchant  marine  industry  is  committed  to 
supporting  this  legislation  if  it  is  substantially  consistent  with  the 
five-page  paper  we  have  submitted  and  there  is  committed  funds. 

I  know  that  I  share  the  sentiment  of  all  of  the  gentlemen  sitting 
at  this  table,  that  none  of  us  wants  to  see  the  flag  of  the  United 
States  replaced  by  a  foreign  flag  while  on  our  watch,  but  we  all 
have  our  employees,  our  shareholders,  our  creditors  and  the  future 
to  deal  with  and  businesses  to  operate  in  a  very  difficult  environ- 
ment. 

Thank  you,  Mr.  Chairman. 

[The  joint  statement  of  the  liner  operators  may  be  found  at  end 
of  hearing.] 

Mr.  Lipinski.  Thank  you  very  much,  Mr.  Clancey.  I  appreciate 
your  statement,  and  I  want  you  to  know  that  my  door  is  open,  and 
certainly  the  door  of  my  staff  on  this  committee,  as  well  as  all  the 
Members  on  this  committee,  who  are  very  interested  in  sitting 
down  with  you,  and  anybody  else  here  on  the  panel  or  anyone  that 
you  designate  to  try  to  work  on  this  bill,  to  try  to  improve  this  bill. 

As  I  said  earlier,  we  are  all  in  this  boat  together.  We  have  to 
come  up  with  something  that  all  of  us  can  live  with  because  that  is 
the  only  way  we  are  really  ever  going  to  get  this  into  law  and  bene- 
fit this  industry. 
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Mr.  Bateman? 

Mr.  Bateman.  Thank  you,  Mr.  Chairman. 

I  would  like  to  thank  all  of  you  gentlemen  for  being  with  us 
today  and  your  willingness  to  share  your  views  on  this  subject. 

I  guess  the  critical  area  that  we  need  to  try  to  address  is  the  pro- 
visions with  reference  to  foreign-built  ships.  As  2151  is  presently 
structured,  it  speaks  in  terms  of  the  right  of  American  line  opera- 
tors to  obtain  foreign  ships  but  not  in  foreign  subsidized  shipyards. 
Tell  me,  as  a  practical  matter,  what  the  implications  of  that  provi- 
sion are. 

Mr.  Clancey.  It  is  very  difficult  to  determine  what  subsidy  is.  Is 
it  a  program  by  a  country  to  build  in  their  yard,  forced  to  build?  Is 
it  tax?  Is  it  labor  concessions?  Is  it  free  land?  Is  it  tax  credits  for 
export  of  ships? 

I  think  you  go  through  the  world  from  South  America  to  Europe 
to  Asia,  north  and  south,  it  is  almost  impossible  to  find  a  yard  that 
completely  stands  by  itself. 

Mr.  Bateman.  Do  we  have  anything  in  last  year's  Gibbons  bill 
that  is  helpful  to  us  in  terms  of  at  least  being  able  to  define  foreign 
subsidies  for  shipbuilding? 

Mr.  Clancey.  I  think  that  was  a  good  start.  There  certainly  are 
some  countries  that  just  have  overt  subsidies  and  they  are  easy  to 
identify-easy  to  identify  because  they  get  all  the  orders. 

Mr.  Bateman.  Well,  I  guess  basically  what  I  am  searching  for, 
you  indicate  substantial  dissatisfaction  with  the  de  facto,  as  you 
would  see  it,  requirement  of  procuring  your  ships  in  American 
shipyards  with  some  concern,  and  I  am  not  insensitive  to  that  con- 
cern at  all.  You  speak  in  terms  of  trying  to  find  a  satisfactory  com- 
promise. 

I  don't  know  whether  you  are  prepared  to  do  it  today,  but  if  not 
today,  certainly  my  office  is  very  much  open  and  anxiously  await 
visitations  that  will  help  me  work  with  you  to  find  that  kind  of  a 
compromise. 

The  shipbuilding  component  of  the  American  merchant  marine 
is  a  very  essential  component.  Might  even  have  to  add  more  essen- 
tial to  some  of  us  than  to  others,  but  certainly  as  to  this  Member, 
very  essential.  But  nonetheless  I  am  willing  to  try  to  find  ways 
that  we  might  accommodate  all  of  the  interests  of  the  American 
merchant  marine.  I  think  it  is  the  only  way  we  will  ultimately 
make  any  progress.  And  if  any  of  you  have  any  views  to  share  with 
us  today  on  how  such  a  compromise  might  be  structured,  I  would 
be  glad  to  hear  from  you. 

And  also  it  would  be  interesting  to  know  whether  or  not,  since 
the  presence  in  one  form  or  another  of  foreign  subsidies  is  at  the 
very  heart  of  the  problem  of  the  American  shipbuilding  industry, 
how  do  you  feel  we  should  proceed  with  something  akin  to  the  Gib- 
bons bill? 

Mr.  Clancey.  To  begin  with,  I  think  all  of  us  at  the  same  price, 
at  the  same  time,  frame  up  and  delivery,  the  same  quality,  would 
certainly  prefer  to  buy  an  American  product.  I  think  that  there  is 
a  compromise  that  can  be  brokered,  but  I  also  see  the  compromise 
as  a  process  and  not  an  event.  I  don't  think  you  can  turn  the  tables 
in  international  competitiveness  overnight. 
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You  know,  it  is  a  real  problem.  We  have  competitors  that  are 
building  and  expanding  into  our  market  bases  today  and  we  need 
to  stand  and  confront  that. 

I  might  turn  it  over  to  some  other  members  of  the  panel  who  are 
confronted  with  the  same  issues. 

Mr.  Amoss.  Mr.  Bateman,  if  I  may  pick  up  there,  I  am  Jim 
Amoss,  from  Lykes. 

The  situation  in  our  industry  is  simply  that  we  cannot  bear  the 
burden  of  the  difference  in  price.  I  don't  think  this  committee  ex- 
pects us  to  support  the  shipyards  by  paying  a  price  that  is  beyond 
what  we  can  operate  with.  That  is  death  for  any  company. 

I  think  we  have  adequately  demonstrated  over  the  past  12  years, 
when  this  question  has  come  up,  ever  since  the  Reagan  administra- 
tion shut  down  the  still-on-the-books-law  of  construction  differen- 
tial subsidy,  we  have  been  unable  to  build.  There  have  been  no 
ships  built.  That  is  your  answer  as  far  as  the  status  quo. 

As  far  as  U.S.  shipyards,  every  ship  that  we  ever  built,  with  the 
exception  of  four,  have  been  built  in  U.S.  shipyards,  and  that  is  a 
lot  of  ships,  some  44  ships  since  the  1960's,  and  we  believe  those 
are  the  finest  ships  in  terms  of  construction  of  their  day. 

We  would  like  to  see  a  return  to  the  ability  to  build  in  U.S. 
yards,  and  we  would  hope  that  one  way  of  creating  that  would  be 
to  fund,  for  at  least  a  certain  number  of  ships,  and  on  a  competi- 
tive basis,  the  CDS  program. 

But  as  you  talk  about  the  shipyards  and  you  talk  about  the  ship 
operators,  I  think  you  should  bear  a  few  things  in  mind.  The  ship- 
yards have  had  an  immense  Navy  program,  a  600-ship  program  of 
the  1980's.  Some  $10  billion  a  year  has  been  put  into  the  shipyards 
to  build  our  Navy  ships,  and  they  have  naturally  gravitated  their 
structures  to  the  demands  of  the  Navy.  It  is  part  of  the  reason  why 
it  is  so  difficult  for  them  to  go  to  the  much  more  simple  and  much 
less  engineering  overhead  heavy  operation  of  building  a  merchant 
ship. 

The  other  thing  is  that  you  should  not  forget  that  $3  billion 
exists  and  has  been  funded  for  the  Sealift  Program,  which  is  for 
the  shipyards.  We  have  gotten  nothing  in  this  period. 

So  it  is  not  as  if  nothing  has  been  done  for  the  shipyards,  it  is  as 
if  nothing  has  been  done  for  the  ship  operators.  Our  time  has  come. 
The  clock  is  tolling. 

Lykes  had  a  fleet  of  44  ships  eight  years  ago,  U.S.-flag.  We  now 
have  a  fleet  of  39  ships,  of  which  23  are  American  and  the  balance 
are  foreign.  We  are  going  foreign  by  necessity  because  our  ships 
are  over-aged  and  we  either  get  out  of  business,  which  we  do  not 
intend  to  do,  or  we  go  foreign,  which  we  would  regretfully  do. 

So  I  think  the  answer  to  the  shipyards  has  to  be  looked  at  in 
terms  of  where  the  two  industries  are  relatively-what  has  been 
done  for  them,  what  are  our  needs,  and  if  at  all  possible,  to  be  re- 
solved on  a  basis  that  would  give  us  American-built  ships  at  the 
price  that  our  competitors  get  their  foreign-built  ships. 

Mr.  Bateman.  If  anyone  else  has  any  comments  and  the  Chair 
will  indulge  them,  I  would  be  happy  to  hear  them. 

Mr.  Lipinski.  The  Chair  will  indulge  them.  Not  now?  All  right. 

The  Chair  recognizes  Mr.  Pickett. 

Mr.  Pickett.  Thank  you,  Mr.  Chairman. 
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When  the  previous  panel  was  here,  I  asked  the  question  about 
whether  it  is  possible  to  bring  together  all  these  different  compo- 
nents of  the  maritime  industry,  the  different  kinds  of  carriers,  the 
labor  people,  the  repair  and  maintenance  people,  the  building 
people,  people  that  supply  the  specialized  equipment  for  vessels, 
the  Coast  Guard  people  that  are  imposing  regulations  that  you  say 
drive  up  the  cost  of  operating  under  the  American  flag  to  see  if 
there  is  something  that  can  be  done  on  a  comprehensive  basis  for 
the  maritime  industry  or  the  nation. 

I  think  there  is  a  sense,  perhaps  unexpressed,  that  to  maintain 
one  component  of  the  maritime  industry  without  maintaining  them 
all  really  does  not  meet  the  needs  of  the  nation.  It  certainly  does 
not  meet  the  national  security  needs,  because  if  you  don't  have  an 
industrial  base  for  building  ships  or  repairing  ships,  then  in  times 
of  an  emergency  you  are  simply  not  going  to  be  able  to  reconstitute 
a  merchant  marine  and  you  certainly  cannot  depend  on  foreign 
yards  to  take  care  of  repairs  for  our  vessels.  I  think  that  is  all  im- 
plicit in  what  is  being  said. 

What  I  guess  I  am  understanding  is  that  it  is  just  too  big  a  bite 
to  try  to  deal  with  the  maritime  as  an  industry;  you  have  to  deal 
with  each  piece  of  it  individually. 

Is  that  a  fair  assessment  of  the  position  that  you  are  taking?  I 
don't  mean  this  in  any  critical  sense.  I  am  trying  to  understand. 

Mr.  Clancey.  Certainly  we  are  working  with  labor  every  inch  of 
the  way,  and  we  know  what  necessarily  needs  to  be  done. 

The  shipyards,  as  Jim  Amoss  alluded  to,  it  is  something  that  we 
cannot  address.  We  cannot  address  their  problem  by  paying  a  sig- 
nificant price  premium  over  the  world  market  because  it  will  put 
us  out  of  business. 

We  would  hope  that  a  compromise  could  be  structured  that 
would  address  the  problems  of  the  shipyards,  and  that  the  issue  the 
shipyards  are  confronted  with  today  is  technology  and  price.  There 
is  not  an  investment  we  can  make  in  that  and  survive  economical- 

ly. 

Mr.  Pickett.  Well,  do  you  agree  that  as  a  nation  if  we  are  seri- 
ous about  having  a  marine  capability  for  defense  purposes,  that  if 
you  don't  have  the  ability  to  build  vessels,  then  you  really  don't 
have  a  maritime  capability? 

Mr.  Clancey.  I  think  that  having  a  vital  and  an  ongoing  ship 
construction  industry  is  very  important  to  the  United  States,  yes. 
But  can  the  carriers  shoulder  that  burden?  No,  we  cannot. 

Mr.  Pickett.  Anyone  else  care  to  comment  on  this? 

The  other  matter  that  you 

Mr.  Lipinski.  Mr.  Verdon. 

Mr.  Pickett.  Excuse  me,  I  am  sorry,  I  didn't  mean  to- 


Mr.  Verdon.  I  was  going  to  just  say,  Congressman,  that  we  have 
been  wrestling  with  this  problem  for  at  least  15  years,  certainly 
well  over  a  decade. 

Mr.  Pickett.  It  is  not  a  new  problem. 

Mr.  Verdon.  And  the  answer,  regrettably,  I  think  the  best 
answer  is  going  back  into  the  1936  act  and  the  way  they  structured 
it  in  those  days  and  that  was  with  construction  differential  subsidy 
as  one  methodology.  In  addition  to  the  talking  of  the  Gibbons  bill 
kind  of  thing,  with  ending  the  foreign  subsidies. 
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But  if  the  rest  of  the  world  continues  to  subsidize  their  shipyards 
because  of  their  recognition  of  the  importance  of  a  shipyard,  then 
maybe  instead  of  trying  to  end  the  rest  of  the  world's  subsidizing 
their  shipyards,  we  could  go  back  to  what  the  founders  found  in 
1936,  the  founders  of  the  act,  and  that  comes  back  to  money,  and 
that  is  really  the  root  of  the  problem.  There  is  not  enough  money. 
But  as  Mr.  Clancey  said,  there  is  nothing  the  ship  owner  can  do 
about  that  problem.  That  is  something  I  think  that  is  in  the  hands 
of  the  government  and  whether  or  not  they  are  willing  to  fund 
that. 

As  we  have  said  as  a  group,  if  there  was  a  viable  shipyard  pro- 
gram here,  I  think  everybody  would  rather  build  in  America,  for 
lots  of  reasons.  And  during  the  CDS  program,  for  years  people  did 
build  here.  And  once  that  ended,  that  is  the  proof  of  the  pudding. 
Once  that  money  ended,  that  was  the  end  of  the  building.  And  it  is 
hard  to  find  any  other  answer  than  that. 

I  know  the  question  is,  well,  do  you  have  any  ideas  other  than 
money?  And  I  guess  the  answer  is  no. 

Mr.  Pickett.  Just  as  a  matter  of  information,  what  part  of  your 
operating  cost  is  comprised  of  depreciation  on  your  vessels,  just 
roughly? 

Mr.  Clancey.  It  varies  by  the  size  of  the  vessel,  the  trade,  the 
size  of  the  trade.  It  is  complex.  It  is  not  an  average  answer,  certain- 
ly one  that  would  address  effectively  all  of  the  members  sitting  at 
this  table.  Each  carrier  might  be  significantly  different. 

I  think  we  could  provide  you  that  in  a  written  document  after  we 
have  had  the  opportunity  to  speak  to  all  of  the  American  flag  car- 
riers to  ensure  that  the  data  would  be  valid. 

Mr.  Pickett.  I  would  appreciate  that.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  Thank  you,  Mr.  Pickett. 

I  would  just  like  to  comment  at  this  particular  time  that  if  we 
are  going  to  be  successful  with  this  legislation,  I  believe  that  we 
have  to  develop  some  system  by  which  you  have  your  boats,  your 
ships  built  in  American  shipyards. 

I  also  realize  that  you  cannot  afford,  perhaps,  to  stay  in  business 
if  you  were  to  be  forced  to  do  that.  That  leaves  us  with  one  entity 
in  order  to  come  up  with  some  kind  of  financial  remuneration  for 
those  shipyards  for  you  to  be  able  to  have  your  ships  built  there. 
That  is  obviously  the  Federal  Government.  There  is  no  one  else  left 
to  do  so. 

It  is  my  ultimate  goal  to  achieve  that,  because  unless  we  main- 
tain these  American  shipyards,  I  think  to  a  great  degree,  what  we 
are  attempting  to  do  here  fails. 

Mr.  Kingston? 

Mr.  Kingston.  Thank  you,  Mr.  Chairman.  And  I  will  ask  this  to 
anyone  on  the  panel. 

Mr.  Chairman,  this  may  have  been  already  covered  because  I 
was  across  the  street,  but  what  percentage  of  this  subsidy  is  neces- 
sary because  of  labor  and  what  is  the  breakdown  of  the  costs  that 
necessitate  it? 

Mr.  Amoss.  May  I? 

Mr.  Clancey.  Certainly. 
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Mr.  Amoss.  Every  dollar.  Every  dollar.  As  an  operator  of  foreign- 
flag  ships  and  American-flag  ships,  I  can  tell  you  that  the  differ- 
ence in  wage  cost  on  a  21-man  ship  is  roughly  $10,000  a  day,  the 
difference. 

Now,  if  you  want  to  go  into  that  a  little  bit,  what  does  the  for- 
eign flagship  have?  It  has  generally  two  European  officers  and  a 
crew  of  Chinese,  or  Filipino,  sometimes  as  little  as  14  men  altogeth- 
er, because  they  are  working  long  hours  and  do  multiple  tasks  and 
don't  have  the  Coast  Guard  manning  regulations  to  deal  with.  But 
that  is  the  difference  and  that  is  what  we  are  faced  with. 

Mr.  Kingston.  Let  me  ask  you  this.  I  used  to  work  for  a  shipping 
company  that  dealt  with  American  export  lines  and  Moore  McCor- 
mack  and  also  with  your  typical  foreign-flag  Monrovian  register 
with  a  Taiwanese  crew,  and  the  American  captain  was  making 
something  like,  for  Moore  McCormack-this  was  late  1970's-making 
something  like  $60,000,  working  six  months  a  year,  and  the  Tai- 
wanese captain  was  working  about  22  months  to  23  months  a  year 
making  $25,000  a  year.  Those  were  rough  numbers. 

Mr.  Amoss.  I  think  you  meant  12  months  a  year. 

Mr.  Kingston.  Actually,  some  of  them  said  they  had  two  weeks 
off,  and  I  don't  think  we  need  to  do  that,  but  that  is  a  heck  of  a 
spread.  Is  that  still  the  case? 

Mr.  Amoss.  That  is  the  case  with  the  low-cost  foreign  crews. 

Now,  there  are  vessels  that  operate  with  Japanese  crews,  whose 
wages  are  not  dissimilar  to  the  U.S.,  but  they  are  operating  in  pro- 
tected trades,  somewhat  like  our  domestic  trades,  or  they  are  under 
a  subsidy  system.  And  there  are  the  Europeans  as  well  that  do 
that.  There  are  ship  companies  that  are  owned  by  foreign  govern- 
ments, and  you  might  be  surprised  to  know  that  some  of  the 
French  companies  are  owned  by  the  French  Government  and  they 
employ  French  citizens  and  they  are  getting  the  same  kind  of  time 
off. 

I  think  you  have  to  remember  that  on  a  modern  ship  a  crew 
spends  every  day  of  that  six  months  on  that  ship.  They  don't  get 
off.  They  work  six  months  intensively  or  they  work  voyage  to 
voyage,  but  they  are  intensively  for  six  months  of  the  year  on  the 
ship.  Now,  that  is  every  Saturday,  Sunday  and  every  single  day, 
and  in  terms  of  hours  put  in,  they  work  far  more  on  that  ship  than 
a  worker  does  who  works  40  hours  a  week  in  a  factory  here  in  the 
United  States. 

So  there  are  a  lot  of  offsets  for  that  question,  but  you  have  to  deal 
with  it  in  terms  of  quality  of  life  and  the  scale  of  wages  that  we 
have  in  our  own  country. 

Mr.  Kingston.  Well,  I  am  really  not  debating  if  it  is  right  or 
wrong.  What  I  am  wondering  is,  what  does  the  Lykes  captain 
make? 

Mr.  Amoss.  About  $95,000  a  year. 

Mr.  Kingston.  How  many  months  a  year? 

Mr.  Amoss.  For  six  months. 

Mr.  Kingston.  Taiwanese  are  still  making  30  maybe? 

Mr.  Amoss.  Oh,  yes. 

Mr.  Kingston.  Can  we  ever  catch  up?  I  know  that  30,000  in 
Taiwan  probably  goes  further  than  the  90  here,  but  the  reality  is 
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economically  we  can  subsidize  all  day  long,  but  as  long  as  there  is 
that  big  of  a  gap,  I  don't  know  that  we  are  doing  anything,  are  we? 

Mr.  Amoss.  Doing  anything  in  the  sense  of  catching  up  to  those 
low  wages?  ' 

Mr.  Kingston.  In  terms  of  catching  up.  Because  when  this  subsi- 
dy is  over  with,  we  will  be  back  saying  we  have  to  have  some  more 
subsidy.  We  are  not  correcting  the  problem;  we  are  just  subsidizing 
on  a  permanent  basis,  aren't  we? 

Mr.  Amoss.  Well,  on  a  long-term  basis,  and  the  subsidy  system 
that  we  have  now  has  been  in  effect  since  1936,  and  that  is  more 
than  a  working  lifetime,  probably  several  working  lifetimes,  and 
we  have  not  caught  up,  so  I  cannot  predict  that  there  is  a  catching 
up  unless  the  rest  of  the  world  catches  up  to  our  standards. 

Let  me  also  mention  that  some  of  the  countries  in  Europe,  the 
Germans,  the  Norwegians,  have  gone  to  what  they  call  a  second 
registry,  in  which  they  have  ships  registered  under  their  own  flag 
in  a  special  category  that  only  employ  a  few  key  officers,  captain 
and  a  chief  engineer  and  a  couple  of  others,  and  then  all  foreign- 
ers, but  they  still  sail  under  the  German  flag  or  the  Norwegian 
flag. 

That,  I  don't  think,  is  the  kind  of  system  we  want  to  have  here, 
because  what  it  will  mean  is  that  we  are  going  to  be  dependent  on 
a  lot  of  foreign  seamen  and  officers  to  be  our  reserve  force  for  man- 
ning the  ships  we  have  in  the  reserve  fleet  and  for  being  the  citizen 
tax-paying  cadre  that  we  have  in  the  American  merchant  marine. 

Mr.  Kingston.  Thank  you. 

Mr.  Lipinski.  Thank  you. 

Mr.  Green?  Oh,  I  am  sorry.  Mr.  Taylor. 

Mr.  Taylor.  I  will  open  this  up  to  the  panel.  American  Maritime 
Company  executive  officer,  what  does  he  make  in  comparison  to  his 
foreign  competitors,  more  or  less? 

Mr.  Amoss.  More  or  less  the  same  as  his  foreign  competitors. 

Mr.  Taylor.  American  crew,  when  compared  to  his  foreign  com- 
petitors? 

Mr.  Amoss.  Compared  to  the  nationals,  close  to  the  same  of  a 
German  or  an  English  or  a  French  officer. 

Mr.  Taylor.  American  shipyard  worker,  or  do  you  know  the 
answer?  It  is  less  than  the  Germans  and  the  Japanese. 

That  is  why  I  have  particular  problem  with  page  10  of  your  testi- 
mony where  you  say  the  very  first  thing  you  are  asking  for-why 
you  are  asking  for  $2.5  million  per  ship  per  year  from  the  Ameri- 
can taxpayer  is  to  take  this  money  and  spend  it  overseas  in  the  for- 
eign shipyard.  So  the  one  place  we  are  competitive  dollar  for  dollar 
is  in  the  shipyard  worker.  But  you  are  going  to  say  that  guy  is  not 
competitive  so  we  will  pay  the  crews  more,  the  excess  more. 

Now,  how,  with  a  straight  face,  can  you  all  say  that? 

Mr.  Amoss.  I  don't  quite  understand  what  you  are  saying. 

Mr.  Taylor.  I  will  say  it  slower,  Mr.  Amoss. 

Mr.  Amoss.  Please.  I  already  said  to  you  that  American  execu- 
tives are  paid  the  same  scale,  even  less,  as  a  matter  of  fact,  than 
some  of  the  German  executives.  I  know  today  on  a  dollar  versus 
the  value  of  the  mark  basis,  and  since  all  freights  are  in  dollars, 
that  is  an  equalizer. 
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Now,  the  crews  of  the  German  vessels  that  are  German  crewed 
are  paid  roughly  the  same  as  the  Americans,  but  that  is  not  our 
competition,  believe  me. 

Mr.  Taylor.  You  said  it  was  the  Taiwanese  and  the  other  crews. 

Mr.  Amoss.  And  the  mixed  crews.  It  is  the  ships  I  charter  at  a 
charter  rate  with  a  crew  that  costs  $2,000  a  day.  Now,  that  is  a 
German  officer  or  two  and  a  Filipino  crew. 

So  when  I  have  an  ail-American  ship,  I  am  paying  for  a  conven- 
tional ship  that  has  somewhere  in  the  area  of  30  men,  because  it  is 
not  a  container  ship,  no  gear  and  all  of  that,  and  it  is  not  an  auto- 
mated engine  room,  and  I  am  paying  roughly  $12,500  a  day. 

Mr.  Taylor.  The  point  I  am  making,  going  back  to  Mr.  Clancey, 
and  I  will  paraphrase  it,  how  can  we  say  with  a  straight  face  it  is 
in  the  nation's  best  interest  to  pay  a  premium  for  an  American 
crew  but  we  would  somehow  be  doing  a  disservice  to  the  American 
taxpayer  to  build  that  ship  here  when  we  know  for  a  fact  that  the 
wage  earners  at  the  shipyard  building  that  ship  are  making  less 
than  the  German  and  Japanese  counterparts? 

How  is  it  fair  on  one  hand  to  pay  $2.5  million  a  year  to  take  a 
ship  where  we  know  the  largest  percentage,  no  matter  how  you  try 
to  disguise  it,  of  the  operating  cost  goes  right  back  to  the  shipyard 
where  you  bought  the  ship?  Any  way  you  want  to  shuffle  the  cards, 
that  is  where  the  vast  majority  of  the  freight  rates  are  going  to  end 
up  over  the  life  of  the  vessel. 

It  is  OK  to  take  the  money  and  give  it  to  foreign  shipyards  and 
pay  a  premium  for  the  crew,  but  it  is  not  OK  for  you  people,  in 
return,  to  be  getting  the  subsidy  to  even  buy  your  ships  here. 

Mr.  Amoss.  I  think  you  missed  the  point.  Not  one  single  penny  of 
the  money  goes  to  the  shipyard.  It  goes  to  the  difference  in  cost 
that  we  operate  our  crew  for  their  crew.  We  charge  the  same 
freight  rates,  and  the  difference  is  the  difference  between  crew,  not 
what  is  paid  to  a  shipyard. 

Mr.  Taylor.  If  the  purpose  of  running  the  ship  is  to  get  paid  for 
moving  the  freight  around  and  the  vast  majority  of  that  money  is 
going  to  go  to  the  yard  to  build  the  ship 

Mr.  Amoss.  Not  a  bit. 

Mr.  Taylor.  I  disagree. 

Mr.  Amoss.  You  miss  the  point.  The  difference  is  in  the  cost  be- 
tween the  two  crews,  A  and  B,  and  that  is  the  difference  that  we 
get  paid  and  that  is  what  you  proposed  to  do  in  this  bill.  Has  noth- 
ing to  do  with  the  shipyard  payinents. 

Mr.  Lipinski.  Mr.  Clancey. 

Mr.  Clancey.  Depreciation  is  a  very  small  part  of  our  operation. 
Our  inland  expenses  are  much  higher;  our  people  expenses,  our 
marine  operating  our  terminal  operating.  I  don't  know  if  it  is  dif- 
ferent for  the  other  gentlemen  at  this  table,  but  depreciation  is  not 
that  big  an  issue. 

Mr.  Taylor.  I  will  certainly  take  the  testimony  of  Mr.  Ollie 
Scarab  who,  before  a  subcommittee,  said  the  biggest  cost  of  his 
ships  was  paying  for  the  ships. 

Mr.  Clancey.  You  say  the  biggest  part  of  his  ships,  not  the  big- 
gest part  of  his  overall  operation. 

Mr.  Taylor.  That  is  what  he  was  talking  about. 
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Mr.  Clancey.  Just  the  ships,  but  the  ships  are  a  small  percent- 
age of  our  expense.  It  is  labor,  it  is  terminals,  it  is  equipment,  it  is 
many,  many  other  things. 

You  also  refer  to  the  Europeans  and  the  fact  that  U.S.  crews  are 
paid  approximately  that  level.  As  we  sit  here,  the  French,  owned 
by  the  French  Government,  have  already  abandoned  the  Atlantic 
and  are  looking  at  abandoning  other  trades.  The  Spanish  have  left; 
owned  by  the  government.  Lord  Treass  and  Italia  are  abandoning 
other  trades  and  are  going  to  be  consolidating.  There  used  to  be  20 
British  shipping  lines.  There  is  only  one  German  line  and  one 
Dutch  line,  which  is  in  a  lot  of  trouble. 

So  it  is  a  difficult  comparison.  Our  competitors  use  Asian  crews 
and  they  have  a  significant  cost  advantage  and  they  are  coming 
right  for  us. 

Mr.  Taylor.  But  the  point,  number  one,  of  your  position  paper 
does  not  ask  for  permission  to  hire  Asian  crews,  it  asks  for  permis- 
sion to  buy  your  ships  someplace  other  than  in  America  while  we 
are  subsidizing  the  cost  of  your  crew. 

I  am  saying,  getting  back  to  what  Mr.  Pickett  and  Mr.  Bateman 
said,  that  does  not  do  this  nation  much  good.  If  you  want  to  be  a 
Third  World  nation,  certainly  we  can  import  everything  and  we 
can  become  a  service  economy,  but  I  have  not  found  a  service  econ- 
omy yet  that  is  a  wealthy  nation.  And  I  certainly  cannot  go  home 
and  look  the  shipyard  workers  in  Mississippi  or  go  to  Newport 
News  or  go  down  to  Florida  or  any  of  the  other  shipyards  in  this 
country  and  say,  Guys,  I  am  taxing  you  so  that  some  operator  can 
go  buy  a  ship  overseas  and  we  will  help  pay  for  his  crew. 

Mr.  Amoss.  May  I  make  a  comment  there? 

That,  you  know,  you  have  to  look  at  ship  costs  in  one  category 
and  ship  operating  costs,  wages,  on  the  ship  only,  not  the  shore 
side  or  any  of  that  part  of  it,  in  another  category.  The  two  are  not 
related.  They  are  two  separate  questions. 

Mr.  Taylor.  I  disagree. 

Mr.  Amoss.  You  may  disagree  and  maybe  we  should 

object. 

Mr.  Taylor.  In  case  you  had  not  noticed,  these  are  the  guys  with 
the  checkbook. 

Mr.  Amoss.  I  understand  that  totally,  and  your  analogy  of  paying 
the  taxpayers-the  shipyard  workers  paying  for  the  subsidy,  who  is 
paying  for  the  $3  billion  that  just  has  been  applied  to  the  shipyards 
for  building  sealift  ships? 

Mr.  Taylor.  Those  are  ships  that  are  dedicated  to  the  defense  of 
the  United  States  of  America  and  they  are  owned  by  the  citizens  of 
America  and  they  are  paid  for  by  the  citizens  of  America.  The  dif- 
ference is  they  have  a  clear  title  to  them.  It  is  their  ship. 

Thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  Thank  you,  Mr.  Taylor. 

Mr.  King? 

Mr.  King.  Mr.  Chairman  I  don't  have  a  question.  I  have  a  state- 
ment I  would  like  inserted  in  the  record. 

Mr.  Lipinski.  Without  objection,  so  ordered. 

[The  statement  of  Mr.  King  follows:] 
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Statement  of  Hon.  Peter  T.  King,  a  U.S.  Representative  from  New  York 

Thank  you,  Mr.  Chairman.  I  would  like  to  commend  you  and  Mr.  Bateman  for 
scheduling  this  afternoon's  hearing  on  our  ailing  merchant  marine  fleet. 

Last  week,  I  joined  with  the  Committee's  leadership  in  introducing  H.R.  2151,  the 
Maritime  Security  and  Competitiveness  Act.  I  believe  that  it  is  important  to  pre- 
serve this  country's  oceangoing  merchant  marine  fleet  which  is  numbered  at  ap- 
proximately 140  vessels.  This  fleet  is  far  smaller  than  the  merchant  fleets  of  coun- 
tries such  as  Japan  and  South  Korea. 

Without  a  strong  and  vigorous  U.S.-flag  merchant  marine,  we  will  compromise 
our  long-term  economic  security  and  our  national  defense  capability.  As  the  Mem- 
bers of  this  Subcommittee  know,  the  merchant  marine  has  also  been  instrumental 
in  assisting  our  armed  forces  by  delivering  supplies  to  our  troops  during  wartime. 

While  I  support  the  goals  of  this  legislation,  there  still  are  many  concerns  that 
need  to  be  addressed.  First  and  foremost,  we  need  to  find  a  way  to  fund  the  Mari- 
time Security  Fleet  Program. 

I  look  forward  to  the  testimony  of  today's  witnesses  and  their  comments  on  how 
this  legislation  will  affect  the  U.S.  shipbuilding  and  repair  industries  as  well  as  the 
impact  on  employment  within  the  maritime  industry. 

Thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  Mr.  Stupak? 

Mr.  Stupak.  No  questions,  Mr.  Chairman. 

Mr.  Lipinski.  Mr.  Manton. 

Mr.  Manton.  Thank  you,  Mr.  Chairman. 

It  seems  to  me  that  the  debate  gets  down  to  whether  we  should 
have  a  policy  that  encourages  U.S.-flag  ships  and  why.  Because  it  is 
apparent  from  the  testimony  that  in  the  world  markets,  maritime 
markets,  if  that  is  a  correct  way  of  putting  it,  a  lot  of  the  competi- 
tion, or  maybe  all  of  the  competition,  is  subsidized  by  their  own 
ho:ue  countries. 

And  maybe  I  should  first  ask,  is  there  any  country  out  there  that 
does  not  provide  a  subsidy  to  its  maritime  industry? 

Mr.  Clancey.  If  I  knew  one  I  would  give  it  to  you.  It  could  be-in 
many  cases  it  may  not  be  direct-it  could  be  through  the  fact  they 
get  shipyard  construction  or  tax  benefits  we  don't  receive  or  invest- 
ment tax  credits.  There  are  a  host  of  issues  in  every  country  every- 
where we  compete  with. 

International  transportation,  the  airlines,  are  very  much  like 
this.  Many  have  landing  rights.  Landing  rights  are  a  subsidy.  If  we 
had  landing  rights  for  our  vessels,  that  would  be  a  subsidy,  and 
there  is  probably  no  exception  in  terms  of  the  ocean  carriers  of  the 
world. 

Mr.  Manton.  Now,  given  the  fact  that  other  countries  subsidize 
their  maritime  industries  and  that  these  subsidies  are  pretty  en- 
demic, whether  direct,  indirect,  by  another  name  or  whatever,  does 
not  it  make  sense  for  U.S.  maritime  interests  to  look  to  the  U.S. 
Government  for  support?  As  a  matter  of  public  policy,  shouldn't  we 
encourage  the  maintenance  of  a  strong  and  viable  U.S.-flag  mer- 
chant marine? 

I  think  in  your  statement,  around  page  7  or  8,  you  get  into  what 
the  benefits  of  U.S.-flag  ships  are,  and  I  think  that  is  really  where 
the  argument  must  be  made,  because  apparently  we  are  operating 
at  a  substantial  competitive  disadvantage  with  regard  to  the  Euro- 
peans and  the  Pacific  rim  operators.  They  have  all  come  to  the  con- 
clusion that  subsidies  are  necessary  to  encourage  their  maritime 
industry.  So  I  think  we  have  got  to  get  the  story  out  to  the  Ameri- 
can people  and  the  Administration  that  there  are  benefits  for  our 
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country  from  having  a  strong  domestic  merchant  marine — from  the 
national  defense  standpoint  and  other  reasons,  such  as  American 
employment,  and  so  forth  and  so  on. 

I  guess  what  I  am  saying  is  we  have  to  accept  the  fact  that  subsi- 
dies are  part  of  the  game,  and  let's  get  our  U.S.  program  in  gear  so 
that  we  can  compete. 

Am  I  saying  it  correctly,  or  summarizing  it  accurately? 

Mr.  Clancey.  I  think  that  we  believe  there  certainly  is  a  signifi- 
cant benefit  to  this  country  having  its  own  merchant  fleet,  both  for 
defense  as  well  as  economic  and  commercial  reasons,  and  I  think 
that  is  shared  by  our  major  competitors  in  all  products  throughout 
the  world. 

Mr.  Manton.  Thank  you,  Mr.  Chairman.  I  yield  back  the  balance 
of  my  time. 

Mr.  Lipinski.  Thank  you,  Mr.  Manton. 

I  have  some  questions  that  anyone  on  the  panel  can  volunteer  to 
answer.  The  proposed  legislation  does  not  include  a  limitation  on 
the  number  of  vessels  that  may  be  enrolled.  Could  you  provide  a 
realistic  estimate  of  the  number  of  vessels  that  you  believe  should 
be  supported  by  the  proposed  program? 

Mr.  Clancey.  Approximately  95  liner  vessels. 

Mr.  Lipinski.  Ninety-five. 

To  what  extent  would  existing  ODS  operators  transfer  vessels 
into  the  new  program?  Everybody  seems  to  be  looking  at  you. 

Mr.  Amoss.  I  think  if  you  had  such  a  program,  that  the  ODS  op- 
erators would  transfer  into  the  program  at  the  earliest  opportuni- 
ty. It  is  not  entirely  clear  how  that  would  work  as  between  your 
program  and  the  ODS  program,  which  would  coexist  for  a  period  of 
time,  and  that  is  one  of  the  things  that  I  would  like  to  address 
later  on  as  to  whether  your  program  is  a  ship-by-ship  agreement  or 
whether  it  is  a  corporate  agreement  for  certain  numbers  of  ships 
and  the  time  tolling  for  entry  of  replacement  ships  begins  at  that 
point,  or  just  how  that  will  work. 

That  is  an  interesting  proposition,  because  with  a  fleet  of  23 
ships,  as  we  would  have  under  the  American  flag,  not  all  of  them 
would  be,  could  be  replaced  and  most  of  them  need  to  be  replaced 
in  year  one,  obviously.  But  we  would  like  to  see  a  way  of  transition- 
ing from  the  ODS  contract  on  a  year-by-year  basis  with  certain 
numbers  of  ships  coming  over  into  your  program  that  would 
become  modern  and  capable  of  operating  with  these  smaller  crews. 

Mr.  Lipinski.  I  asked  my  staff  that  very  question  and  after  they 
beat  it  into  my  head  long  enough,  I  did  understand  it.  Unfortunate- 
ly, I  didn't  understand  it  well  enough  to  articulate  it  back  to  you, 
but  my  staff  will  be  able  to  do  so.  If  you  are  more  sensitive  than  I, 
it  probably  won't  take  as  long  for  them  to  get  it  across  to  you  as  it 
did  for  me. 

Mr.  Leyh.  Mr.  Chairman,  on  behalf  of  the  Waterman  Steamship 
Corporation,  we  are  looking  at  the  questions  you  just  asked,  subject 
to  some  clarifications  that  Mr.  Amoss  has  touched  on  which  would 
influence  our  decision. 

Presently,  our  subsidy  contract  expires  in  1996,  and  given  the 
age  of  our  ships  and  their  condition,  we  would  probably  continue 
under  the  existing  program  until  the  expiration  of  our  contracts 
and  then  hopefully  be  able  to  proceed  into  the  new  program. 
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Mr.  Lipinski.  Anyone  else  wish  to  comment  on  this  question? 
No?  We  have  exhausted  it?  OK.  We  will  move  to  the  next  one. 

Does  the  proposed  language  on  domestic  trade  restrictions  pro- 
vide an  adequate  level  of  operating  flexibilities  to  subsidize  carriers 
while  protecting  the  rights  of  domestic  operators?  If  not,  has  the 
industry  agreed  upon  replacement  language? 

Mr.  Verdon.  Mr.  Chairman,  on  behalf  of  Crowley,  who  operates 
both  in  the  domestic  market  and  Puerto  Rico  and  Hawaii  and 
Alaska  and  in  the  international  market  with  U.S.-flag  vessels,  we 
are  the  ones  who  have  feet  in  both  areas. 

So  if  we  become  subsidized,  which  we  are  not  now,  the  question 
is,  what  does  that  do  to  our  domestic  market?  And  to  answer  you 
specifically,  the  proposed  language  in  your  draft  legislation  goes  a 
long  way  toward  solving  it,  but  there  is  still  problems  that  between 
your  staff  and  the  other  domestic  operators  and  international  oper- 
ators we  hope  to  be  able  to  work  out. 

It  is  a  very  difficult  issue  and  there  are  good  arguments  on  both 
sides.  We  don't  want  to  be  hurt  in  our  ability  to  grow  our  domestic 
market,  but  we  recognize  the  pure  domestic  operators  concern 
about  a  subsidized  operator  being  able  to  overlap  into  the  domestic 
market. 

It  really  is  a  problem  and  it  has  been  a  problem  since  the  day  we 
started  to  get  maritime  reform,  but  I  think  if  the  maritime  reform 
moves  forward  and  we  can  find  some  money  for  maritime  reform. 
And  the  solution  to  where  we  can  build  our  vessels  and  at  the  same 
time  protect  the  U.S.  shipyards,  it  seems  logical  that  the  problem 
in  the  domestic  offshore  operations  should  be  solvable  and  we  will 
work  to  do  that. 

Mr.  Lipinski.  Any  other-excuse  me.  Go  ahead.  Yes,  sir. 

Mr.  Hayashi.  Yes,  Mr.  Chairman.  George  Hayashi,  American 
President  Lines. 

Just  such  a  compromise  was  worked  out.  Unfortunately,  only,  in 
our  opinion,  part  of  the  compromise  was  included  in  the  H.R.  2151 
and,  however,  as  part  of  our  testimony,  we  have  included  the  com- 
promise language  and  the  part  that  was  left  out  was  the  vessels 
over  25  years  of  age.  That  was  inadvertently  left  out,  so  we  would 
like  to  note  that. 

Mr.  Lipinski.  Thank  you. 

Does  any  Member  have  any  other  questions? 

Mr.  Bateman.  Yes,  Mr.  Chairman. 

Mr.  Lipinski.  Mr.  Bateman. 

Mr.  Bateman.  Reference  was  made  to  Coast  Guard  standards 
and  requirements,  and  of  course  that  has  some  implications  for  the 
cost  of  building  these  ships  in  American  shipyards. 

Is  it  your  experience  that  the  Coast  Guard  is  imposing  higher 
standards  both  in  terms  of  operating  requirements  as  well  as  con- 
struction requirements  on  the  ships  that  you  operate? 

Mr.  Clancey.  That  is  correct,  and  we  are  working  with  the  Coast 
Guard  on  those  issues. 

Mr.  Bateman.  I  have  been  on  the  committee  now,  I  guess  this  is 
the  eleventh  year,  and  it  seems  to  me  I  have  been  hearing  that 
dialog  for  all  of  those  11  years. 

Do  you  need  some  help  in  your  discussions  with  the  Coast  Guard, 
if  their  position  is  not  a  tenable,  realistic  one? 
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Mr.  Clansey.  If  we  do,  we  certainly  will  ask  for  it. 

Mr.  Bateman.  All  right.  My  understanding  is  that  we  are  going 
to  have  a  joint  hearing  in  June  of  this  committee  and  the  Coast 
Guard  committee  to  address  those  issues.  I  would  hope  that  you 
would  be  able  to  advise  us  of  very  substantial  progress.  And  if  you 
have  none,  I  would  particularly  like  to  have  someone  visit  me  or 
furnish  me  with  the  specifics  of  where  are  the  excessive  require- 
ments. 

Obviously,  I  don't  know  if  it  is  obvious,  but  it  is  obvious  to  me 
that  I  don't  have  the  expertise  to  say  what  is  excessive  and  what  is 
not  excessive,  and  what  they  are  requiring  of  us  that  others  don't 
require  and  what  is  the  rationale  for  doing  so.  But  I  would  certain- 
ly like  to  have  an  inventory  of  where  the  excesses  are  if  you  feel 
there  are  excesses,  either  at  that  hearing  or  even  before  then  in 
order  to  be  better  prepared  for  that  hearing. 

Mr.  Lipinski.  Thank  you,  Mr.  Bateman. 

The  hearing  is  going  to  be  on  June  the  17th,  by  the  way,  so  any 
information  that  you  could  get  to  us  before  that  date  certainly 
would  be  very  helpful. 

I  also  want  to  say  that  we  are  going  to  have  a  hearing  on  June 
the  29th  where  the  shipbuilders  are  going  to  appear  before  us  and 
give  us  an  opportunity  to  be  advised  of  their  wise  counsel.  As  I 
keep  saying,  we  are  all  in  this  together,  and  we  have  to  make  sure 
we  come  up  with  legislation  that  is  as  beneficial  as  possible  to  all 
segments  of  this  industry. 

Gentlemen,  I  have  a  few  other  questions,  but  we  will  submit 
them  to  you.  You  can  send  us  a  memo  back  answering  them. 

[The  material  received  may  be  found  at  end  of  hearing.] 

Mr.  Lipinski.  I  want  to  thank  you  very  much  for  your  appear- 
ance here  and  your  presentation  here.  I  think  it  was  direct,  I  think 
it  was  straightforward  and  honest,  and  I  think  you  are  sincere  in 
wanting  this  legislation  to  be  successful.  But  you  are  also  honest 
enough  to  say  that  there  are  certain  things  that  have  to  be  in  it  in 
order  for  you  to  be  fully  on  board. 

I  want  to  say  to  you,  though,  we  need  your  help  and  your  sup- 
port, and  we  want  you  to  keep  working  with  all  of  us  to  try  to 
move  this  legislation  ahead.  And  I  thank  you  very  much.  I  now  dis- 
miss this  panel. 

Thank  you. 

Mr.  Clancey.  Thank  you. 

Mr.  Lipinski.  Our  next  panel  is  assembled  now,  and  the  Chair 
wants  to  recognize  Congressman  King,  who  is  going  to  introduce 
our  next  witnesses. 

Congressman  King? 

Mr.  King.  Thank  you,  Mr.  Chairman.  I  very  much  appreciate 
this  opportunity. 

Philip  Shapiro  will  be  the  witness,  who  is  not  only  a  constituent 
of  mine  but  the  President  and  CEO  of  Liberty  Maritime  Corpora- 
tion, which,  as  I  understand,  is  the  largest  independent  operator  of 
U.S.-flag  dry  bulk  vessels.  He  has  testified  before  Congress  a 
number  of  times. 

On  a  personal  level  I  know  he  is  a  very  close  adviser  to  my  pred- 
ecessor, Congressman  Norm  Lent,  and  I  am  proud  he  is  here  today. 
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I  look  forward  to  his  testimony,  and  I  want  to  welcome  him  to  the 
committee. 

Thank  you,  Mr.  Chairman. 

Mr.  Shapiro.  Thank  you,  Congressman  King. 

Mr.  Lipinski.  We  also  have  Mr.  George  Vlandis,  Senior  Vice 
President,  Chartering,  OMI  Corporation. 

We  welcome  both  of  you  gentlemen  today. 

STATEMENT  OF  PHILIP  J.  SHAPIRO,  PRESIDENT  AND  CHIEF  EX- 
ECUTIVE  OFFICER,  LIBERTY  MARITIME,  ACCOMPANIED  BY 
GEORGE  W.  VLANDIS,  SENIOR  VICE  PRESIDENT,  OMI  CORPO- 
RATION 

Mr.  Shapiro.  Thank  you,  Mr.  Chairman. 

Thank  you,  Congressman  King,  for  that  introduction. 

Mr.  Chairman,  my  name  is  Philip  Shapiro.  It  is  a  pleasure  to  be 
here  today.  I  am  the  President  and  Chief  Executive  Officer  of  Lib- 
erty Maritime  Corporation,  the  largest  independent  operator  of 
U.S.-flag  dry  bulk  vessels. 

Liberty  operates  six  vessels,  including  five  64,000  deadweight  ton 
dry  bulk  carriers  and  one  tanker.  Liberty's  vessels,  which  are  the 
most  modern  and  efficient  in  the  U.S.  dry  bulk  fleet,  are  primarily 
engaged  in  the  U.S.  Preference  trades,  although  its  vessels  also 
compete  in  the  foreign  commercial  markets  around  the  world. 

Mr.  Chairman,  Liberty  deeply  appreciates  and  strongly  supports 
this  committee's  effort  to  enact  comprehensive  maritime  reform. 
The  leadership  demonstrated  by  you,  Chairman  Studds  and  Con- 
gressmen Bateman  and  Fields,  deserves  particular  praise. 

With  the  recent  decision  by  the  Clinton  administration  not  to 
pursue  its  own  legislation  at  this  time,  your  effort  is  critical  to  re- 
viving our  merchant  marine. 

From  the  dry  bulk  perspective,  the  most  important  element  of 
H.R.  2151  is  its  inclusion  of  bulk  vessels  in  the  new  Maritime  Secu- 
rity Fleet.  Comprising  45  percent  of  the  U.S.-flag  fleet,  bulk  vessels 
play  an  important  national  defense  role,  carrying  fuel,  food,  equip- 
ment, ammunition  and  commodities  to  our  troops  abroad  during 
wars  and  national  emergencies,  as  well  as  supporting  our  skilled, 
readily  available  merchant  marine  manpower  base. 

In  addition,  the  bulk  fleet  projects  America's  good  will  abroad,  as 
is  the  case  now  with  American  vessels,  which  are  transporting  food 
aid  to  Russia  and  the  other  former  Soviet  republics. 

The  second  important  component  of  H.R.  2151  involves  the  three- 
year  wait  rule,  which  currently  requires  foreign-built  vessels  to 
wait  three  years  after  being  documented  in  the  United  States 
before  carrying  cargoes  subject  to  the  Cargo  Preference  Act  of  1954. 

With  respect  to  bulk  trade,  H.R.  2151  correctly  deletes  the  three- 
year  requirement  for  newly  constructed  foreign-built  vessels  while 
maintaining  the  requirement  for  used  foreign-built  vessels.  If  re- 
flagged  vessels  were  allowed  immediate  eligibility,  U.S.  shipyards 
would  have  no  opportunity  to  compete  for  this  business. 

Waiver  of  the  three-year  rule  should  encourage  revitalization  of 
the  bulk  fleet  through  an  influx  of  new  vessels  which,  over  the 
long-term,  will  lower  rates  for  both  U.S.  Government  shipments  as 
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well  as  generating  budgetary  savings  and  increase  the  fleet's  com- 
petitiveness in  international  competitor  markets. 

Helpful  precedents  for  H.R.  2151's  modification  of  the  three-year 
wait  rule  is  the  Section  615  program  of  the  mid-1980's,  under 
which  eight  new  foreign-built  bulk  carriers  entered  the  fleet.  As 
documented  by  the  GAO,  the  ocean  freight  differential  for  bulk 
food  aid  shipments  subsequently  declined  by  50  percent,  resulting 
in  huge  cost  savings  for  our  government. 

Let  me  also  mention  that  we  can  do  much  more  with  cargo  pref- 
erence to  assist  to  the  U.S.  Merchant  marine.  These  actions  are  not 
only  budget  neutral  in  the  short-term  but,  like  the  deletion  of  the 
three-year  wait  rule,  will  result  in  significant  savings  over  the 
medium  and  long-terms.  With  today's  severe  budgetary  restraints, 
we  should  always  be  considering  ways  to  strengthen  and  improve 
cargo  preference. 

In  particular,  we  should  support  the  ongoing  efforts  of  the  Mari- 
time Administration  and  the  U.S.  Department  of  Agriculture  to 
make  the  transportation  of  food  aid  cargoes  more  efficient.  We  ap- 
preciate and  support  the  subcommitte's  decision  to  hold  a  June 
hearing  on  the  ocean  transportation  component  of  the  Russian  food 
aid  program,  and  encourage  the  subcommittee  to  continue  to  exer- 
cise long-term  oversight  over  food  and  transportation. 

As  you  well  know,  U.S.-flag  participation  in  the  Russian  food  aid 
program  recently  has  generated  some  criticism  in  the  press.  I  can 
assure  you  that  much  of  what  has  been  said  has  been  either  one 
sided  or  has  inaccurately  portrayed  the  problems  faced  by  U.S.-flag 
operators  in  Russian  ports. 

We  welcome  the  opportunity  to  appear  before  this  subcommittee 
in  June  to  set  the  record  straight,  just  as  we  did  two  weeks  ago  in  a 
joint  hearing  of  the  Subcommittee  on  Agriculture  and  the  Subcom- 
mittee on  Commerce,  Justice,  State  and  Judiciary  of  the  House 
Committee  on  Appropriations. 

Also  with  respect  to  cargo  preference,  we  ask  that  Members  of 
the  subcommittee  support  Congressman  Torricelli's  cash  transfer 
reform  legislation,  which  we  anticipate  will  be  introduced  quite 
quickly.  Congressman  Torricelli's  legislation  is  another  good  exam- 
ple of  what  can  be  accomplished  in  a  budget-neutral  way. 

The  proposed  legislation  would  require  recipients  of  U.S.  cash 
transfer  foreign  aid  to  spend  that  money  on  U.S.  goods  and  services 
and  to  ship  half  the  goods  on  U.S.-  flag  vessels  in  accordance  with 
the  cargo  preference  laws.  Congressman  Torricelli's  legislation 
would  provide  a  reliable  cargo  base  and  thereby  encourage  the  con- 
struction of  new  bulk  carriers. 

Returning  to  H.R.  2151,  we  all  recognize  that  the  legislation,  as 
with  any  legislation  as  complex  as  maritime  reform,  will  evolve  as 
it  moves  through  the  process.  There  remain  details  to  be  worked 
out  among  the  various  industry  participants  and  the  Congress.  We 
look  forward  to  continuing  to  participate  in  the  process. 

Once  again,  we  appreciate  the  opportunity  to  share  our  views  on 
developing  a  maritime  reform  program.  The  Merchant  Marine  and 
Fisheries  Committee  and  its  leadership  on  both  sides  of  the  aisle 
deserve  our  support  and  appreciation. 

Thank  you  very  much  for  the  opportunity  to  appear  here  today.  I 
will  be  pleased  to  answer  any  questions. 
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And  in  particular,  I  would  like  to  be  given  at  least  a  moment  or 
two  after  Mr.  Vlandis  speaks  to  talk  to  Mr.  Taylor  and  Mr.  Pickett 
about  their  concerns  for  American  shipyards,  because  the  bulk  in- 
dustry itself  is  concerned  with  the  lack  of  ability  of  American  ship- 
yards to  produce  vessels  for  our  trade  and  are  interested  in  work- 
ing with  American  shipyards.  And  perhaps  we  can  discuss  some 
ways  to  pursue  a  program  that  can  include  American  shipyards 
here,  because  they  are  also  part  of  our  industry. 

Thank  you. 

Mr.  Lipinski.  Mr.  Vlandis? 

STATEMENT  OF  GEORGE  W.  VLANDIS 

Mr.  Vlandis.  Mr.  Chairman,  before  I  commence  my  prepared 
statement,  I  would  like  to  make  one  comment.  That  the  size  of  this 
panel  as  compared  to  the  earlier  panels  not  be  construed  in  any 
way  as  far  as  our  interest  is  concerned  in  your  efforts. 

Mr.  Lipinski.  We  will  certainly  take  note  of  that. 

Mr.  Vlandis.  Mr.  Chairman,  my  name  is  George  Vlandis.  I  am 
Senior  Vice  President,  Chartering,  OMI  Corporation.  OMI  is  the 
second  largest  U.S.  independent  bulk  vessel  operator. 

It  is  a  pleasure  to  have  the  opportunity  to  testify  in  favor  of  H.R. 
2151,  the  Maritime  Security  and  Competitiveness  Act  of  1993,  and 
H.R.  2152,  the  Merchant  Marine  Investment  Act  of  1993. 

OMI  applauds  the  leadership  this  committee  has  shown  on  the 
very  critical  issue  of  the  future  of  this  nation's  merchant  marine. 
The  bipartisan  support  you  have  shown  for  the  U.S.  merchant 
marine  is  particularly  gratifying  to  the  many  U.S.-flag  operators 
and  American  seafarers  who  are  working  hard  to  provide  safe, 
high-quality  shipping  services  on  U.S.-flag  vessels. 

In  1936,  Congress  declared  a  U.S.  merchant  marine  was  neces- 
sary for  our  national  defense  and  the  development  of  our  foreign 
and  domestic  commerce.  That  determination  is  just  as  valid  today 
as  it  was  more  than  50  years  ago.  H.R.  2151,  the  maritime  reform 
bill,  reaffirms  that  determination,  and  provides  the  support  neces- 
sary to  continue  providing  U.S.-flag  services  in  an  international 
economy. 

Providing  a  reasonable  margin  of  support  for  U.S.-flag  tankers  to 
operate  in  the  international  market  is  a  cost-effective  investment 
in  the  availability  of  ships  and  highly  trained  crews  in  times  of  na- 
tional need.  Tankers  operating  in  the  commercial  market  in  peace- 
time reduce  the  need  for  government  expenditures  for  ships  to  be 
kept  in  reserve  for  times  of  national  emergency,  encourage  invest- 
ment in  more  modern  tonnage,  and  assure  an  adequate  reserve  of 
trained  mariners. 

OMI,  therefore,  supports  the  creation  of  a  maritime  security  fleet 
that  would  receive  the  support  needed  to  assure  U.S.-flag  vessels 
will  remain  competitive  in  the  world  market. 

If  the  maritime  security  fleet  program  is  enacted,  one  of  the 
likely  benefits  of  such  a  program  will  be  a  reinvestment  in  the  na- 
tion's militarily  useful  tanker  fleet,  a  major  benefit  to  the  U.S. 
merchant  marine  and  a  major  benefit  to  our  national  security. 

But  to  be  fully  effective,  operational  support  for  a  continuing 
U.S.-flag  fleet  must  be  accompanied  by  full,  fair  and  effective  en- 
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forcement  of  the  cargo  preference  laws.  If  U.S.  taxpayer  dollars  are 
in  the  hold,  a  U.S.-flag  should  be  flying  on  deck. 

Government  agencies  must  not  be  permitted  to  contrive  excuses 
for  circumventing  the  law.  Cargo  preference  requirements  apply 
only  to  a  very  small  portion  of  this  Nation's  agriculture  exports  but 
they  provide  an  essential  cargo  base  for  U.S.  flag  operators  and  a 
fair  portion  of  government  cargo  support. 

OMI  also  supports  the  committee's  efforts  to  make  the  U.S.  tax 
laws  more  reasonable  for  American  shipowners,  both  in  the  foreign 
and  domestic  trades.  The  higher  administrative  costs  of  operating 
U.S.  flag  vessels  used  to  be  supported  by  the  Subpart  F  reinvest- 
ment rules  eliminated  in  1986.  The  1986  reinvestment  rules  should 
be  restored  and  other  tax  provisions  such  as  those  included  in  H.R. 
2152  should  be  designed  to  help  encourage  investment  in  U.S.-flag 
shipping  assets.  Authorization  of  the  use  of  CCF  funds  for  double- 
bottom  tankers  and  for  lease  payments,  as  well  as  shorter  deprecia- 
tion schedules  for  all  vessels,  could  be  an  important  factor  in  re- 
newing our  fleet. 

We  must  also  ensure  that  the  President's  proposed  Btu  tax  does 
not  inadvertently  harm  the  competitive  position  of  our  domestic 
fleet  and  negate  the  potential  benefits  of  the  committee's  proposed 
maritime  reform  bills.  As  currently  proposed,  the  Btu  tax  would 
apply  to  bunker  fuel  used  in  domestic  voyages  but  would  not  apply 
to  bunker  fuel  used  in  international  voyages.  Where  domestic  ship- 
ments compete  with  international  shipments,  such  as  when  heating 
oil  is  shipped  to  the  Northeast,  this  difference  can  result  in  an  in- 
surmountable competitive  advantage  for  the  foreign  flag  interna- 
tional movement. 

Both  of  the  bills  introduced  by  the  committee  offer  substantial 
progress  in  assuring  an  economically  viable  future  for  the  U.S. 
merchant  marine.  OMI  and  other  U.S.-flag  bulk  operators  look  for- 
ward to  working  with  the  committee  on  a  number  of  important 
issues  raised  by  maritime  reform  efforts.  We  are  willing  to  work 
with  you  to  perfect  the  proposed  bills  and  to  generate  support  for 
them. 

The  future  of  the  U.S.  merchant  marine  is  very  important  to  us 
as  a  company  and  to  us  as  a  Nation.  The  U.S.  merchant  marine 
must  be  strengthened  and  maintained  if  this  Nation  is  to  remain  a 
world  power.  The  legislation  introduced  by  this  committee  takes  a 
strong  and  important  step  in  assuring  the  future  of  the  fleet. 

I  appreciate  the  opportunity  to  offer  my  views  to  the  committee 
and  I  would  be  happy  to  answer  any  questions  you  may  have. 

Mr.  Lipinski.  Thank  you  very  much. 

[The  statement  of  Mr.  Vlandis  may  be  found  at  end  of  hearing.] 

Mr.  Lipinski.  Mr.  Bateman. 

Mr.  Bateman.  Thank  you,  Mr.  Chairman.  My  name  wasn't  men- 
tioned when  shipbuilding  was  referred  to  but,  Mr.  Shapiro  and  Mr. 
Vlandis,  I  eagerly  await  any  suggestions  you  may  have  to  improve 
this  legislation  and  what  we  can  do  to  have  included  as  part  of  our 
maritime  revitalization  package  something  for  the  domestic  ship- 
building industry. 

What  do  you  see  are  the  things  that  are  doable  that  would  help 
that  industry  without  it  being  done  at  an  expense  to  your  operation 
that  you  cannot  bear? 
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Mr.  Shapiro.  Firstly,  Mr.  Bateman,  I  apologize  for  excluding  you. 
It  was  an  unintentional  omission. 

Mr.  Bateman.  That  is  not  important. 

Mr.  Shapiro.  Nevertheless,  I  think  that  we  all  have  to  face  the 
reality  of  what  the  operator  deals  with.  If  we  could  talk  for  a 
second  about  the  cargo  preference  trades  where  essentially  we  are 
involved  most  of  the  time,  the  Congress  of  the  United  States  gets 
very  upset  if  we  have  expensive  rates  on  our  ships.  They  claim  we 
are  not  competitive,  but  yet  to  the  extent  that  we  are  required  to 
build  a  ship  in  the  United  States,  we  may  oftentimes  be  more  ex- 
pensive because  of  the  higher  costs  of  doing  that.  That  is  not  be- 
cause U.S.  shipsyards  are  necessarily  uncompetitive.  It  is  that  the 
U.S.  Government  has  for  some  reason  made  a  determination  that 
they  are  not  going  to  subsidize  and  support  our  shipyards. 

However,  other  nations  all  over  the  world  have  made  just  the  op- 
posite decision.  They  have  made  a  decision  that  it  is  in  their  na- 
tional interests  to  have  an  industrial  commercial  shipbuilding  pro- 
gram. It  is  in  their  interests  to  have  the  employment  that  is  gener- 
ated by  that  program.  It  is  in  their  interests  to  keep  the  ancillary 
industries,  the  pump  manufacturers,  all  of  the  cargo  handling 
equipment  that  used  to  be  made  here  which  has  subsequently 
closed  up  over  the  last  20  years  from  lack  of  support.  Other  nations 
have  made  the  decision  that  these  things  are  in  their  national  in- 
terests. 

I  think  the  only  point  that  I  want  to  express  is  that  we,  as  opera- 
tors, can't  be  asked  to  subsidize  the  American  shipyards,  but  I 
think  we  as  operators  have  a  responsibility  to  implore  the  U.S. 
Government  and  to  urge  the  U.S.  Government  to  recognize  that  it 
has  the  same  commitment  to  U.S.  shipyards  that  it  has  to  U.S.  ship 
operating  companies,  and  that  it  has  to  other  industries  as  other 
nations  have  made  that  decision. 

In  order  to  achieve  that,  perhaps  certainty  of  cargo  may  be  a  key 
for  a  commercial  cargo  preference  program;  that  is,  less  than  4  per- 
cent or  3  percent  of  our  Nation's  import  and  exports  are  moving  on 
U.S.-flag  vessels.  However,  if  we  were  to  require  that  a  certain 
small  percentage,  maybe  it  is  10  percent,  maybe  it  is  8  percent, 
maybe  it  is  20  percent,  maybe  it  is  staged  in  over  a  10  or  20  year 
period,  are  required  to  be  moved  on  U.S.-flag  vessels,  we  would 
have  the  rest  of  the  world  essentially  supporting  an  American  ship- 
building, ship  operating,  and  maritime  industry. 

But  in  order  to  have  certainty  of  cargo,  we  need  to  have  certain- 
ty of  legislation.  For  instance,  in  the  <;argo  preference  arena  again, 
our  industry  is  under  attack  every  other  month  as  to  whether  or 
not  there  is  going  to  be  cargo  preference  on  this  program  or  that 
program,  whether  we  are  going  to  waive  it  for  this  or  waive  it  for 
that.  We  have  U.S.  Government  agencies  that  circumvent  the  law, 
obviously  avoid  the  law.  This  government,  our  Nation,  I  am 
ashamed  to  say,  made  a  determination  that  the  Soviet  Union  was 
creditworthy  and  advanced  them  over  $2.5  billion  of  a  $5  billion 
commercial  credit  guarantee  which  by  the  way  exempted  them 
from  using  American  ships,  I  might  add,  when  every  other  nation 
in  the  world  once  again  made  the  exact  opposite  determination; 
that  is,  that  the  Soviet  republics  were  eligible  for  donational  and 
concessional  aid,  not  for  commercial  aid  because  they  didn't  have 
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the  commercial  ability  or  the  financial  strength  to  make  repay- 
ments. 

We  did  the  same  thing  with  the  Iraqi  scandal.  We  gave  them  ag- 
ricultural credits.  They  sold  the  agricultural  commodities  to  for- 
eign countries  for  cash.  They  never  went  anywhere  near  Iraq  or  to 
Iraq.  They  ended  up  buying  arms  and  ammunition.  Those  same 
weapons  and  ammunition  systems  were  used  to  fight  our  troops. 
All  of  this  was  done  under  the  guise  of  a  commercial  assistance 
guarantee  program  promoted  by  the  U.S.  Department  of  Agricul- 
ture. 

Now,  I  would  say  that  the  very  first  thing  we  need  is  an  execu- 
tive order  from  the  White  House  demanding  and  mandating  that 
Federal  agencies  comply  with  the  law  of  the  land  that  is  currently 
on  the  books.  It  is  there.  We  need  some  Federal  direction  here  to 
urge  compliance. 

What  we  also  need  for  U.S.  shipyards,  in  order  for  them  to  be 
competitive,  we  need  multiple  orders.  That  is  U.S.  shipyards  are 
not  going  to  be  able  to  turn  out  a  bulk  carrier,  a  tanker,  a  liner 
vessel  and  compete  with  even  the  Japanese  but  in  its  worst  ex- 
treme, Korean,  Singaporean,  Chinese,  Taiwanese  vessels  where 
they  are  building  400  of  those  ships  a  year. 

So  what  we  need  is  series  construction.  How  do  you  get  series 
construction?  You  get  certainty  of  cargo  and  reliability  and  predict- 
ability so  shipowners  like  us  will  invest  the  enormous  sums  neces- 
sary. And  let's  face  it,  to  build  a  new  ship  today,  even  if  it  is  pri- 
vately financed  with  no  government  exposure,  we  are  talking  about 
putting  up  $5  million  to  $10  million  of  our  own  money  just  to  get 
the  ball  rolling. 

So  what  we  need  from  your  committee,  sir,  from  this  committee, 
is  some  leadership  which  ties  shipbuilding,  ship  operating,  and  a 
maritime  program  into  one  ball  of  wax.  It  can't  be  this  is  for  the 
operators,  this  is  for  the  ship  builders,  we  are  all  one  industry. 

We  have  lost  the  ability  to  manufacture  a  cargo  pump  in  the 
United  States  of  America.  I  mean,  I  can't  tell  you  how  unbelievable 
that  is,  but  when  I  just  came  back  from  London  where  I  am  work- 
ing on  our  insurance  renewals  for  the  year,  I  was  looking  at  buying 
parts  now  in  foreign  countries  simply  because  we  don't  even  have 
the  capability  in  the  United  States  to  manufacture  those  parts. 

So  I  think  some  serious  leadership  is  needed  hopefully  from  this 
committee,  maybe  with  a  little  direction  from  the  White  House  to 
get  us  certainty  of  cargo,  compliance  with  the  existing  law,  and  to 
allow  us  to  integrate  the  shipyards  into  some  sort  of  program  that 
includes  every  segment  of  the  industry. 

Excuse  me  for  being  long  winded.  I  tend  to  be  that  way  at  this 
hour. 

Mr.  Bateman.  I  didn't  find  you  long  winded  at  all,  and  thank 
you  for  your  comments. 

Mr.  Lipinski.  Yes.  I  also  thank  you  very  much  for  your  com- 
ments. Mr.  Pickett. 

Mr.  Pickett.  Mr.  Shapiro,  could  you  give  us  some  rough  idea  of 
the  difference  in  the  cost  of  a  vessel  in  a  U.S.  yard  compared  to 
what  the  same  vessel  would  cost  to  have  built  in  a  foreign  yard? 

Mr.  Shapiro.  Yes,  I  can,  Mr.  Pickett.  I  can  do  it  fairly  accurately 
because- 
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Mr.  Pickett.  If  you  prefer  to  do  it  for  the  record,  if  you  would 
like 

Mr.  Shapiro.  It  is  up  here.  Whether  I  submit  it  for  the  record  or 
orally,  it  is  coming  from  the  same  place,  so. 

I  would  say  that  the  honest  differential  today  is  two  and  a  half 
times,  and  I  think  anybody  that  disputes  that  really  is  not  compar- 
ing apples  to  apples.  But  I  can  tell  you  that  not  four  years  ago  we 
got  a  quote  from  two  U.S.  shipyards  to  build  a  certain  size  tanker. 
By  the  way,  that  was  before  the  OPA  requirements  so  it  was  for  a 
single  skin  tanker  that  would  be  a  product  carrier.  And  the  price 
was  two  and  a  half  times  that  of  what  we  could  achieve  it  in  a  for- 
eign shipyard.  That  is  not  to  say  again,  not  to  beat  a  dead  horse, 
that  is  not  to  say  that  American  yards  are  that  uncompetitive,  it  is 
that  American  yards  are  getting  no  governmental  assistance,  as 
other  nations  are. 

And  I  would  say,  by  the  way,  the  operating  cost  on  the  bulk  side 
is  very  different  than  on  the  liner  side.  We  basically  are  all  run- 
ning at  about  the  same  costs.  If  I  could  just  say  the  liners  and  the 
bulk  side  are  very  different.  The  liners  run  on  conference  rates. 
They  all  sit  down  and  they  agree  on  a  rate  that  people  will  obvious- 
ly support,  otherwise  they  can't  stay  in  business.  Everyone  partici- 
pates. 

Unfortunately  on  the  bulk  side,  only  one  company  gets  the  busi- 
ness, the  lowest  bidder.  So  all  of  us  may  bid  for  a  piece  of  business, 
but  it  is  only  awarded  to  one  of  us.  There  is  not  a  constant  stream 
of  cargo  where  we  are  making  voyage  by  voyage  by  voyage. 

On  the  bulk  side,  the  operating  cost  differentials  are  lower  than 
on  the  liner  side.  I  would  say  that  today  on  American-a  modern 
American  bulk  carrier,  a  U.S.-flag  bulk  carrier's  operating  cost 
would  run  about  $7,500  a  day,  $8,000  a  day.  Our  foreign  competi- 
tion with  a  Bangladeshi  mixed  crew  with  European  officers  may 
run  $680  a  day.  That  is  what  the  differential  is  and  that  is  it  in  its 
worst  extreme. 

Mr.  Pickett.  Can  you  tell  us  roughly  what  the  depreciation  com- 
ponent is  of  your  operating  expenses? 

Mr.  Shapiro.  You  know,  I  listened,  Mr.  Pickett,  to  that  question 
to  the  liner  operators.  While  I  am  not  a  sophisticated  accountant,  I 
have  no  understanding  of  what  importance  depreciation  has  to 
your  overall  expenses.  If  someone  could  explain  to  me  what  it  is,  I 
mean,  let-I  will  share  numbers  with  you.  We  built  ships  for  about 
$26  million  under  the  Section  615  program.  You  have  a  12-year  de- 
preciation life. 

Mr.  Pickett.  How  long  do  you  actually  keep  your  vessels? 

Mr.  Shapiro.  Our  vessels,  sir,  are  very  young.  They  were  built  in 
1984  and  1986,  but  for  tax  purposes,  for  economic  life  purposes, 
people  assume  that  a  vessel  has  a  20-year  life,  those  built  in  the 
United  States  or  built  elsewhere. 

Mr.  Pickett.  Thank  you.  And  with  the  new  requirements  for  con- 
struction-are you  dry  bulk  or  wet  bulk? 

Mr.  Shapiro.  We  are  a  dry  bulk  operator. 

Mr.  Pickett.  Dry  bulk.  Do  you  anticipate  that  there  will  be  any 
change  in  this  ratio  of  costs  that  you  mentioned  that  a  vessel  built 
in  the  U.S.  would  be  about  two  and  a  half  times  as  expensive  as 
the  same  vessel  built  in  a  foreign  yard? 
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Mr.  Shapiro.  I  think,  again,  you  have  to  compare  apples  to 
apples.  If  you  get  a  quote  from  a  U.S.  yard  to  build  two  vessels,  it  is 
going  to  be  a  lot  more  exaggerated  than  to  buy  from  a  country  who 
is  producing  100  of  them  that  year,  because  there  is  a  learning 
curve  and,  obviously,  the  cost  comes  down. 

And  that  is  why  I  would  urge  that  you  look  at  series  construction 
and  the  kind  of  assurances  of  cargo  base  that  would  allow  ship- 
yards to  know  that  there  are  going  to  be  orders  for  15  of  these  ves- 
sels over  a  two-year  period.  That  would  certainly  help  them  get 
more  competitive  in  terms  of  price. 

I  would  also  point  out  to  you  that  we  have  antitrust  laws  that 
foreign  governments  don't  have.  That  is  the  steel  that  is  put  in  a 
Korean  ship  is  often  bought  from  a  subsidiary  of  the  company 
which  owns  the  shipyard,  the  steel  company,  the  shipping  compa- 
ny; they  are  all  enmeshed  in  one  pyramid. 

Our  government  has  laws  that  say  you  can't  procure  steel  at  a 
different  price  than  what  the  tariff  price,  I  guess,  is  that  is  set. 
There  are  a  whole  host  of  problems  that  the  shipyards  have  to  deal 
with. 

Mr.  Pickett.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  Mr.  Taylor? 

Mr.  Taylor.  Have  I  got  a  deal  for  you,  Mr.  Shapiro.  Actually,  I 
really  want  to  compliment  you.  Many  of  your  observations  I  think 
you  are  exactly  right,  that  we  don't  have  the  economies  of  scales  in 
our  shipyard.  Quite  frankly,  I  think  when  you  went  looking  for  a 
tanker,  the  shipyards  have  found  a  comfort  zone  doing  Navy  work 
and  they  didn't  want  to  go  outside  that  comfort  zone.  I  think  now 
they  realize  they  have  no  choice  but  to  go  outside  that  comfort 
zone. 

I  think  the  OP  A  1990  gives  us  a  tremendous  opportunity  now 
that  the  world's  rules  are  changing.  It  is  not  going  to  be  single  skin 
anymore.  It  is  a  whole  new  concept  of  building  ships  with  longitu- 
dinals and  with  the  modular  concept.  There  are  four  or  five  enti- 
ties running  around  saying  they  all  came  up  with  it,  but  it  is  a 
good  idea  with  the  modular  concept. 

I  think  we  can  be  competitive  again.  I  want  to  echo  many  of  your 
remarks  and  I  hope  you  get  on  board.  We  are  looking  at  the  tanker 
opportunity  first.  But  once  we  get  the  economies  of  scale  with  tank- 
ers, I  don't  think  it  would  take  much  change,  that  it  would  be  sim- 
pler to  build  a  bulk  carrier  using  that  design. 

I  want  to  go  back  to  what  Mr.  Bateman  had  said.  We  often  hear 
that  the  American  carriers  can't  be  competitive  because  of  the  tra- 
ditional Coast  Guard  regs  but  yet  when  we  say  specifically  what 
are  those  regs  that  gets  kind  of  nebulous. 

Could  you  give  us  some  specifics  as  to  what  regulations  you 
would  like  to  see  this  committee  either  modify  or  do  away  with  al- 
together so  that  it  becomes  less  of  a  financial  burden  for  you  to 
have  Americans  on  board  this  ship? 

Mr.  Shapiro.  I  would  have  no  problem  furnishing  that  for  the 
record. 

[The  material  received  may  be  found  at  end  of  hearing.] 

Mr.  Shapiro.  I  might  add  with  regard  to  our  vessels,  I  will  con- 
fine my  comments  to  that  area  of  our  own  expertise,  since  our  ves- 
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sels  are  quite  modern,  the  international-the  IMO  standard  is  very 
close  to  the  U.S.  Coast  Guard  standard. 

And  I  might  just  noticed  this,  when  some  people  actually  from 
this  committee  had  visited  one  of  our  ships  while  it  was  loading  in 
Baltimore  and  there  next  to  us  was  a  foreign  flag  bulk  carrier  with 
its  cargo  gear,  that  is,  a  boom  on  a  ship  that  holds  a  bucket  that 
had  just  snapped  and  there  was  a  seaman  on  deck  just  soldering  a 
coating  on  it  so  he  could  paint  it  and  repair  it  to  go  to  his  next 
port. 

It  obviously  couldn't  stand  any  stress  because  they  were  putting 
on  a  thin  cosmetic  coating  of  metal  to  hold  the  buckled  area.  But 
as  an  example,  our  engineering  staff  that  was  bringing  the  House 
and  Senate  committee  people  around  and  showing  them  an  Ameri- 
can ship  loading  was  saying,  if  we  wanted  to  do  that  repair,  we 
would  have  20  Coast  Guard  inspectors  down  on  the  ship  or  at  least 
half  of  that.  We  would  have  to  file  at  least  30  pages  of  repair  speci- 
fication recommendations  which  would  be  sent  through  the  local 
Coast  Guard  office  to  the  Washington  office  for  clearance.  The 
whole  thing  would  take  a  week  to  10  days  at  best  if  we  were  per- 
mitted at  all  to  sail  with  that  condition. 

So  I  think  that  while  the  standards  may  be  the  same,  the  en- 
forcement for  American  ships  may  be  different,  and  I  think  we 
need  to  address  that  and  I  think  the  Coast  Guard  has  indicated 
they  are  willing  to  do  that. 

Mr.  Taylor.  Would  you  say  that  it  should  be  whatever  the  ABS 
would  sign  off  on  and  whatever  your  insurance  carrier  would  sign 
off  on? 

Mr.  Shapiro.  That  would  be  absolutely  fine  for  me.  Unfortunate- 
ly, we  have  these  rules  in  the  United  States  that  if  you  have  a 
piece  of  equipment  on  your  ship,  even  if  that  equipment  isn't  being 
used,  it  has  to  be  working. 

Mr.  Taylor.  Again,  I  would  say  that  whatever  specifics  that  you 
could  give  us  because,  quite  frankly,  I  do  think  you  will  find  this 
committee  most  willing  to  look  at  changing  those  laws  that  make 
us  uncompetitive. 

Mr.  Shapiro.  I  would  also  say  that  Admiral  Kime,  who  we  have 
worked  with,  has  been  a  willing  participant  in  discussions  on  this 
matter.  I  can  see  the  Coast  Guard  as  being  extremely  cooperative 
with  the  industry  in  eliminating  what  they-what  we,  some  of  us 
have  regarded  as  a  two-tier  enforcement  system  that  has  existed 
between  us  and  the  foreign  carriers. 

Mr.  Taylor.  The  most  objective  shipbuilding  person  I  know-I  say 
most  objective  because  he  doesn't  do  a  penny's  worth  of  govern- 
ment work  or  get  any  subsidies  so  he  has  no  reason  not  to  be  objec- 
tive-tells me  we  can  get  back  into  the  tanker  business  if  loan  guar- 
antees were  made  available,  that  the  availability  of  commercial 
credit  is  the  biggest  problem  right  now  since  we  feel  like  we  can  do 
designs,  the  modular  concept,  et  cetera,  and  our  wage  earnings 
being  very  favorable;  we  can  compete  on  double  hulls  since  we 
have  to  go  to  double  hulls  in  the  approximately  next  15  years  or  so. 

How  would  you  respond  to  that? 

Mr.  Shapiro.  I  think  it  is  absolutely  correct.  I  think  there  is  a 
burgeoning  market  for  modern  ships  which  America  could  fill  not 
only  domestically  but  internationally.  The  problem  is  the  U.S.  Gov- 
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ernment,  it  seems  to  me,  has  got  to  step  in  and  start  to  build  up 
the  shipyards  so  they  have  modern  capability. 

I  must  tell  you  I  came  into  this  business  13  years  ago.  And  I 
went  to  almost  every  then  existing  shipyard,  only  a  third  of  which 
are  now  around,  and  saw  both  the  shipyards  and  the  repair  facili- 
ties here.  I  was  relatively  new.  I  had  a  legal  background  and  I  was 
amazed  at  the  size  of  shipyards. 

Then  I  was  in  Korea  and  I  saw  the  shipyard  at  Hyundai,  which 
was  bigger  than  all  the  shipyards  in  the  United  States  put  togeth- 
er. It  had  its  own  county  devoted  to  it.  It  had  more  dry  docks  in 
one  shipyard  than  we  have  in  our  entire  country  and,  obviously, 
the  investment  in  that  equipment  came  from  somewhere. 

When  you  go  to  Japan  and  you  see  the  Japanese  yards,  they  are 
incredibly  modern.  How  did  they  get  that  way?  Did  somebody  build 
them  without  any  government  assistance?  Some  people  in  this  in- 
dustry have  told  me  that  half  the  yards  in  Japan  were  initially 
constructed  by  the  United  States  Government  after  World  War  II 
when  we  were  trying  to  rebuild  Japan. 

Mr.  Taylor.  Thank  you,  Mr.  Chairman. 

Mr.  Lipinski.  Thank  you,  Mr.  Taylor. 

Thank  you,  gentlemen,  very  much  for  your  testimony  here  today. 
You,  along  with  the  other  two  panels,  I  believe  have  helped  us  con- 
siderably with  our  legislation.  Your  testimony  has  been  informa- 
tive and  helpful. 

As  I  said  several  times  today,  this  is  a  process  that  we  are  going 
through.  We  are  all  in  the  boat  together.  We  must  take  care  of  ev- 
eryone's concerns.  We  must  address  them  in  order  to  be  successful. 
I  thank  you  for  the  help  that  you  have  given  us.  If  you  have  other 
ideas,  suggestions,  thoughts,  please  convey  them  to  either  our  staff 
or  convey  them  to  us  directly.  I  thank  you  very  much.  We  have  to 
go  and  vote.  This  hearing  is  closed.  Thank  you. 

[Whereupon,  at  3:50  p.m.,  the  subcommittee  was  adjourned;  and 
the  following  was  submitted  for  the  record:] 
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103d  CONGRESS 
1st  Session 


H.R.2151 


To  amend  the  Merchant  Marine  Act,  1936,  to  establish  the  Maritime  Security 
Fleet  program,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

May  19,  1993 
Mr.  Studds  (for  himself,  Mr.  Lipinski,  Mr.  Fields  of  Texas,  Mr.  Bateman, 
Mr.  Young  of  Alaska,  Mr.  Hughes,  Mr.  Hutto,  Mr.  Tauzin,  Mr. 
Ortiz,  Mr.  Manton,  Mr.  Pickett,  Mrs.  Unsoeld,  Mr.  Reed,  Mr. 
Lancaster,  Mr.  Andrews  of  Maine,  Ms.  Furse,  Ms.  Schenk,  Mr. 
Gene  Green  of  Texas,  Mr.  Hastings,  Mr.  Barlow,  Mr.  Thompson  of 
Mississippi,  Mr.  Ackerman,  Mr.  KING,  and  Mrs.  Bentley)  introduced 
the  following  bill;  which  was  referred  to  the  Committee  on  Merchant  Ma- 
rine and  Fisheries 


A  BILL 

To  amend  the  Merchant  Marine  Act,  1936,  to  establish  the 
Maritime  Security  Fleet  program,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Maritime  Security  and 

5  Competitiveness  Act  of  1 9  9  3  " . 
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1  SEC.  2.  PURPOSE  OF  THE  MERCHANT  MARINE  ACT,  1936. 

2  Section  101  of  the  Merchant  Marine  Act,  1936  (46 

3  App.  U.S.C.  1101)  is  amended  to  read  as  follows: 

4  "SEC.  101.  FOSTERING  DEVELOPMENT  AND  MAINTENANCE 

5  OF  MERCHANT  MARINE. 

6  "The  Secretary  of  Transportation  shall  carry  out  this 

7  Act  in  a  manner  that  ensures  the  existence  of  an  operating 

8  fleet  of  United  States  documented  vessels  that  is — 

9  "(1)    sufficient   to    carry   the    domestic   water- 

10  borne  commerce  of  the  United  States  and  a  substan- 

11  tial  portion  of  the  water-borne  export  and  import 

12  foreign  commerce  of  the  United  States  and  to  pro- 

13  vide  shipping  service  essential  for  maintaining  the 

14  flow  of  such  domestic  and  foreign  water-borne  com- 

15  merce  at  all  times; 

16  "(2)  adequate  to  serve  as  a  naval  auxiliary  in 

17  time  of  war  or  national  emergency; 

18  "(3)    owned   and   operated   by   citizens   of  the 

19  United  States,  to  the  extent  practicable; 

20  "(4)  composed  of  the  best-equipped,  safest,  and 

21  most  modern  vessels; 

22  "(5)  manned  with  the  best  trained  and  efficient 

23  personnel  who  are  citizens  of  the  United  States;  and 

24  "(6)    supplemented    by    modern    and    efficient 

25  United  States  facilities  for  shipbuilding  and  ship  re- 

26  pair.". 
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1  SEC.  3.  MARITIME  SECURITY  FLEET  PROGRAM. 

2  (a)  Establishment  of  Program. — The  Merchant 

3  Marine  Act,  1936  (46  App.  U.S.C.  1101  et  seq.)  is  amend- 

4  ed  by  inserting  after  title  III  the  following  new  title: 

5  "TITLE  IV— MARITIME  SECURITY 

6  FLEET  PROGRAM 

7  "SEC.     401.     ESTABLISHMENT     OF     MARITIME     SECURITY 

8  FLEET. 

9  "The  Secretaiy  of  Transportation  shall  establish  a 

10  fleet  of  active  commercial  vessels  to  enhance  sealift  capa- 

1 1  bilities  and  maintain  a  presence  in  international  commer- 

12  cial  shipping  of  United  States  documented  vessels.  The 

13  fleet  shall  be  known  as  the  'Maritime  Security  Fleet'. 

14  "SEC.  402.  COMPOSITION  OF  FLEET. 

15  "The  Fleet  shall  consist  of  privately  owned  United 

16  States  documented  vessels  for  which  there  are  in  effect 

17  operating  agreements. 

18  "SEC.  403.  VESSELS  ELIGIBLE  FOR  ENROLLMENT  IN  FLEET. 

19  "(a)  In  General. — A  vessel  is  eligible  to  be  enrolled 

20  in  the  Fleet  if  the  Secretary  decides,  in  accordance  with 

21  this  section,  that  it  is  eligible.  The  Secretary  may  decide 

22  whether  a  vessel  is  eligible  to  be  enrolled  in  the  Fleet  only 

23  pursuant  to  an  eligibility  decision  application  submitted  to 

24  the  Secretary  by  the  owner  or  operator  of  the  vessel.  The 

25  Secretary  shall  make  such  a  decision  by  not  later  than 

26  90  days  after  the  date  of  submittal  of  an  eligibility  deci- 
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1  sion  application  for  the  vessel  by  the  owner  or  operator 

2  of  the  vessel. 

3  "(b)  Vessel  Eligibility  and  Listing. — The  Sec- 

4  retary  shall  decide  that  a  vessel  is  eligible  to  be  enrolled 

5  in  the  Fleet  if — 

6  "(1)  the  person  that  will  be  the  contractor  with 

7  respect  to   an   operating  agreement  for  the  vessel 

8  agrees  to  enter  into  an  operating  agreement  with  the 

9  Secretary  for  the  vessel  under  section  404; 

10  "(2)  the  vessel  is  not  built  in  a  foreign  sub- 

11  sidized  shipyard  under  a  contract  entered  into  on  or 

12  after  May  19,  1993; 

13  "(3)  the  person  that  will  be  a  contractor  with 

14  respect  to  an  operating  agreement  for  the  vessel  is 

15  a  citizen  of  the  United  States; 

16  "(4) (A)   the  vessel   is   a   United   States   docu- 

17  mented  vessel  on  May  19,  1993; 

18  "(B)  the  vessel  is— 

19  "(i)    a    United    States    documented   vessel 

20  after  May  19,  1993;  and 

21  "(ii)  not  more  than  10  years  of  age  on  the 

22  date  of  that  documentation;  or 

23  "(C)  if  the  vessel  is  not  in  existence  on  that 

24  date — 
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1  "(i)  the  person  that  will  be  the  contractor 

2  with  respect  to  an  operating  agreement  for  the 

3  vessel  has  entered  into  a  binding  contract  with 

4  a  shipyard  for  the  delivery  of  a  vessel  that  the 

5  Secretary    decides    will    otherwise    be    eligible 

6  under  this  subsection;  and 

7  "(ii)  an  operating  agreement  for  the  vessel 

8  is  entered  into  by  not  later  than  30  months 

9  after  the  date  of  submittal  of  the  application; 

10  and 

11  "(5)  the  vessel  is  self-propelled  and  is — 

12  "(A)  a  container  vessel  with  a  capacity  of 

13  at  least  750  Twenty-foot  Equivalent  Units; 

14  "(B)  a  roll-on/roll-off  vessel  with  a  carry- 

15  ing  capacity  of  at  least  10,000  square  feet  or 

16  500  Twenty-foot  Equivalent  Units; 

17  "(C)  a  LASH  vessel  with  a  barge  capacity 

18  of  at  least  75  barges; 

19  "(D)  a  vessel  subject  to  a  contract  under 

20  title  VI  on  May  19,  1993;  or 

21  "(E)  any  other, type  of  vessel  that  is  suit- 

22  able  for  use  by  the  United  States  for  national 

23  defense  or  military  purposes  in  time  of  war  or 

24  national  emergency. 

25  "(c)  Notice  op  Noneligibility  Decision. — 
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1  "(1)    Determination. — The    Secretary    shall 

2  make  determinations  under  subsection  (b)  for  each 

3  vessel  for  which  an  eligibility  decision  application  is 

4  submitted  under  this  section. 

5  "(2)  Written  explanation. — The  Secretary 

6  shall  provide  to  the  person  that  submits  an  eligibility 

7  application  for  a  vessel  a  written  explanation  of  any 

8  decision  that  the  vessel  is  not  eligible  for  enrollment 

9  in  the  Fleet. 

10  "(d)  List  of  Eligible  Vessels. — 

11  "(1)  In  GENERAL. — The  Secretary  shall  main- 

12  tain  a  list  of  vessels  that  the  Secretary  decides  in  ac- 

13  cordance  with  this  section  are  eligible  to  be  enrolled 

14  in  the  Fleet. 

15  "(2)  Removal  of  vessels  from  list. — The 

16  Secretary  shall  remove  a  vessel  from  the  list  main- 

17  tained  under  this  subsection,  and  the  vessel  shall  not 

18  be  an  eligible  vessel  for  purposes  of  this  title — 

19  "(A)  at  any  time  that  the  conditions  for 

20  eligibility  under  subsection  (b)  are  not  fulfilled 

21  for  the  vessel;  er 

22  "(B)  if  the  status  of  the  person  who  sub- 

23  mitted  an  eligibility  decision  application  for  the 

24  vessel,    as    owner    or    operator    of   the    vessel, 

25  changes  and  after  that  change — 
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1  "(i)  the  owner  or  operator  of  the  ves- 

2  sel  fails  to  submit  a  new  eligibility  decision 

3  application  for  the  vessel;  or 

4  "(ii)   such  an  application  is   not  ap- 

5  proved  by  the  Secretary. 

6  "SEC.  404.  OPERATING  AGREEMENTS,  GENERALLY. 

7  "(a)   Requirement   for  Enrollment   of  Ves- 

8  SELS. — A  vessel  may  be  enrolled  in  the  Fleet  only  if  it 

9  is  an  eligible  vessel  for  which  the  owner  or  operator  of 

10  the  vessel  applies  for  and  enters  into  an  operating  agree- 

1 1  ment  with  the  Secretary  under  this  section. 

12  "(b)  Priority  for  Awarding  Agreements. — The 

13  Secretary  shall  enter  into  operating  agreements  according 

14  to  the  following  priority: 

15  "(1)  Vessels  under  ods  contracts. — For 

16  operating  agreements  that  are  effective  before  Sep- 

17  tember  30,  2000,  any  vessel  that  is  or  will  be  owned 

18  or  operated  by  a  person  that — 

19  "(A)  is  a  party  to  an  operating-differential 

20  subsidy  contract   entered   into  under  title  VI; 

21  and 

22  "(B)   is  or  will   be   operating  that  vessel 

23  under  that  contract; 
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1  if  the  authority  to  operate  the  vessel  under  the  con- 

2  tract  is  terminated  under  an   agreement  with  the 

3  Secretary. 

4  "(2)  Other  vessels  owned  by  citizens. — 

5  To  the  extent  that  amounts  are  available  after  ap- 

6  plying  paragraph  (1),  any  vessel  that  is — 

7  "(A)  owned  and  operated  by  a  person  that 

8  is  a  citizen  of  the  United  States  under  section 

9  2  of  the  Shipping  Act,  1916;  and 

10  "(B)  on  the  list  maintained  under  section 

11  403(d). 

12  "(3)    Other   vessels. — To    the    extent   that 

13  amounts  are  available  after  applying  paragraphs  (1) 

14  and  (2),  any  vessel  that  is — 

15  "(A)  owned  and  operated  by  a  person  that 

16  is  eligible  to  document  a  vessel  under  chapter 

17  121  of  title  46,  United  States  Code;  and 

18  "(B)  on  the  list  maintained  under  section 

19  403(d). 

20  "(c)  Prohibition  on  Entering  Agreements. — 

21  The  Secretary  may  not  enter  into  an  operating  agreement 

22  for  a  fiscal  year  only  to  the  extent  that  annual  appropria- 

23  tions  laws  place  a  limit  on  the  total  amount  of  operating 

24  agreements  that  the  Secretary  may  enter  into  and  obligate 

25  during  that  fiscal  year. 
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1  "(d)  Prohibition  on  Vessel  Coverage. — A  vessel 

2  may  not  be  covered  by  an  operating  agreement  if  the  vessel 

3  is  covered  by  an  operation-differential  subsidy  contract 

4  under  title  VI. 

5  "(e)  Time  Limit  for  Decision  on  Entering  Op- 

6  ERATING  Agreement. — To  the  extent  that  the  Secretary 

7  is  not  restricted  from  entering  into  contracts  under  sub- 

8  section  (c),  the  Secretary  shall  enter  an  operating  agree- 

9  ment  for  a  vessel  within  90  days  after  making  the  decision 

10  that  the  vessel  is  eligible  to  be  enrolled  in  the  Fleet  under 

11  section  403(a). 

12  "(f)    Effective    Date    of    Operating   Agree- 

13  ment. — Except  as  provided  in  section  3(b)  of  the  Mari- 

14  time  Security  and  Competitiveness  Act  of  1993,  the  effec- 

15  tive  date  of  an  operating  agreement  may  not  be  later  than 

16  the  later  of — 

17  "(1)  30  days  after  the  date  the  agreement  is 

18  entered;  or 

19  "(2)  the  date  the  vessel  covered  by  the  agree- 

20  ment  enters  into  the  trade  required  under  section 

21  405(a)(1)(A). 

22  "(g)  Expiration  of  Offers  for  Agreements. — 

23  Unless  extended  by  the  Secretary,  an  offer  by  the  Sec- 

24  retary  to  enter  into  an  operating  agreement  under  this 

25  section  expires  120  days  after  the  date  of  the  offer. 
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1  "(h)    Length    of    Agreements. — An    operating 

2  agreement  is  effective  for  10  years  from  the  effective  date 

3  of  the  agreement. 

4  "(i)  Termination  of  Agreement  for  Failure  To 

5  Place  Vessel. — An  operating  agreement  entered  into  by 

6  the  Secretary  pursuant  to  subsection  (b)(1),  and  the  rights 

7  under  that  agreement,  are  terminated  at  the  end  of  the 

8  90-day  period  beginning  on  the  date  the  agreement  is  en- 

9  tered  into  unless  a  vessel  from  the  list  maintained  under 

10  section  403(d)  is  covered  by  the  agreement  before  the  end 

11  of  that  period. 

12  "(j)  Repayment  Requirements. — 

13  "(1)  Noncompliance. — A  contractor  that  fails 

14  to  comply  with  the  terms  of  an  operating  agreement 

15  shall  be  liable  to  the  United  States  Government  for 

16  all  amounts  received  by  the  contractor  as  payments 

17  for  the  vessel  under  this  title  with  respect  to  the  pe- 

18  riod  of  that  noncompliance. 

19  "(2)  Failure  to  operate  replacement  ves- 

20  SEL. — A  contractor  under  an  operating  agreement 

21  that  covers  a  vessel  that  is  25  or  more  years  of  age 

22  and  that  fails  to  replace  the  vessel  as  provided  in 

23  section  405(a)(3)  (A)  or  (B)  shall  be  liable  to  the 

24  United  States  Government  for  all  amounts  received 

25  by  the  contractor  as  payments  for  the  vessel  under 
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1  this  title  with  respect  to  periods  after  the  date  the 

2  vessel  becomes  25  years  of  age. 

3  "(k)  Binding  Obligation  op  Government. — An 

4  operating  agreement  constitutes  a  contractual  obligation 

5  of  the  United  States  Government  to  pay  the  amounts  pro- 

6  vided  for  under  that  agreement. 

7  "SEC.  405.  TERMS  OF  OPERATING  AGREEMENTS. 

8  "(a)  Operating  Agreement  Requirements.— An 

9  operating  agreement  shall,  during  the  effective  period  of 

10  the  agreement,  provide  the  following: 

11  "(1)  Operation  and  documentation. — The 

12  vessel  covered  by  the  operating  agreement — 

13  "(A)  shall  be  operated  in  the  foreign  trade 

14  or  domestic  trade  allowed  under  a  registry  en- 

15  dorsement  for  the  vessel  issued  under  section 

16  12105  of  title  46,  United  States  Code; 

17  "(B)  may  not  be  operated  in  the  coastwise 

18  trade  of  the  United  States  or  in  mixed  coast- 

19  wise   and   foreign   trade,   except   for   coastwise 

20  trade  allowed  under  a  registry  endorsement  is- 

21  sued  for  the  vessel  under  section  12105  of  title 

22  46,  United  States  Code;  and 

23  "(C)   shall  be  documented  under  chapter 

24  121  of  title  46,  United  States  Code. 
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1  "(2)  Annual  payments. — The  Secretary  shall 
pay  the   contractor,   in   accordance  with   this   sub- 

3  section,  the  following  amounts  for  each  fiscal  year  in 

4  which  the  vessel  is  operated  in  accordance  with  the 

5  agreement: 

6  "(A)  For  fiscal  year  1996,  $2,300,000. 

7  "(B)  For  each  fiscal  year  after  fiscal  year 

8  1996,  $2,100,000. 

9  "(3)  Termination  based  on  age  of  ves- 

10  SEL. — The  operating  agreement  shall  terminate  on 

11  the  date  the  vessel  covered  by  the  agreement  is  25 

12  years  of  age,  unless — 

13  "(A)  the  contractor  agrees  to  acquire  a  re- 

14  placement  for  the  vessel  from  among  vessels  on 

15  the  list  maintained  under  section  403(d);  and 

16  "(B)(i)  in  the  case  of  a  vessel  to  be  re- 

17  placed  with  a  new  vessel,  the  contractor  enters 

18  into  a  binding  contract  with  a  shipyard  for  the 

19  delivery,  by  not  later  than  30  months  after  the 

20  later  of  the  date  the  operating  agreement  is  en- 

21  tered  into  or  the  date  the  vessel  subject  to  the 

22  operating  agreement  is  25  years  of  age,  of  the 

23  replacement  vessel;  or 

24  "(ii)  in  the  case  of  a  vessel  to  be  replaced 

25  with  an  existing  vessel,  the  contractor  acquires 


51 

13 

1  the  replacement  vessel  from  among  vessels  on 

2  the  list  maintained  under  section  403(d),  by  not 

3  later  than  12  months  after  the  later  of  the  date 

4  the  operating  agreement  is  entered  into  or  the 

5  date  the  vessel  subject  to  the  operating  agree- 

6  ment  is  25  years  of  age. 

7  "(4)  Availability  of  vessel. — 

8  "(A)  In  general. — On  a  request  of  the 

9  President  during  time  of  war  or  national  emer- 

10  gency  or  when  considered  by  the  President,  act- 

11  ing  through  the  Secretary  in  consultation  with 

12  the  Secretary  of  Defense,  to  be  necessary  in  the 

13  interest  of  national  security,  and  subject  to  sub- 

14  paragraph  (B),  the  contractor  as  soon  as  prac- 

15  ticable  shall,  as  specified  by  the  Secretary — 

16  "(i)  make  the  vessel  covered  by  the 

17  agreement  available  to  the  Secretary  under 

18  a  time  charter;  or 

19  "(ii)  provide  space  on  the  vessel  cov- 

20  ered  by  the  agreement  to  the  Secretary  on 

21  a  guaranteed  basis. 

22  "(B)    Condition    for    charter. — The 

23  Secretary  shall   allow  a   contractor  to   comply 

24  with  this  paragraph  by  providing  space  on  a 

25  vessel   under  subparagraph   (A)(ii)   unless   the 
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1  Secretary  determines  that  it  is  necessary  in  the 

2  interest  of  national  security  that  the  contractor 

3  make  the  vessel  available  under  a  time  charter. 

4  "(5)   Delivery  of  vessel. — The  contractor 

5  shall  deliver  a  vessel  to  the  Secretary  pursuant  to  a 

6  time  charter  under  paragraph  (4)(A)(i),  as  specified 

7  in  the  request  for  the  vessel — 

8  "(A)  at  the  first  port  in  the  United  States 
the  vessel  is  scheduled  to  call  after  the  date  of 

10  receipt  of  the  request; 

il  "(B)  at  the  port  in  the  United  States  to 

12  which  the  vessel  is  nearest  on  the  date  of  re- 

13  ceipt  of  the  request;  or 

14  "(C)  in  any  other  reasonable  manner  au- 

15  thorized  by  the  agreement  and  specified  in  the 

16  request. 

17  "(6)  Delivery  costs. — The  Secretary  shall  re- 

18  imburse  the  contractor  for  costs  incurred  by  the  con- 

19  tractor  in  delivering  the  vessel  covered  by  the  agree- 

20  ment  to  the  Secretary  in  accordance  with  the  agree- 

21  ment. 

22  "(7)  Compensation. — The  Secretary  shall  pay 

23  the  contractor,  as  provided  in  the  operating  agree- 

24  ment,  reasonable  compensation  at  reasonable  com- 

25  mercial  rates  for  the  period  of  time  the  vessel  is 
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1  chartered  or  the  contractor  provides  space  on  the 

2  vessel  under  paragraph  (4). 

3  "(8)  Required  operation. — 

4  "(A)  In  general. — A  vessel  covered  by 

5  the  operating  agreement  shall  be  operated  in 

6  the  trade  required  under  paragraph  (1)  for  at 

7  least  320  days  in  a  fiscal  year,  including  days 

8  during  which  the  vessel  is  dry-docked,  surveyed, 

9  inspected,  or  repaired. 

10  "(B)  Reduction  in  payments. — If  a  ves- 

11  sel  operates  in  the  trade  required  under  para- 

12  graph  (1)  for  less  than  the  time  required  under 

13  subparagraph  (A),  the  payments  required  under 

14  paragraph  (2)  shall  be  reduced  on  a  pro-rata 

15  basis  to  reflect  the  lesser  time  in  that  operation. 

16  "(9)    Substitution    of    vessels    author- 

17  ized. — The  contractor  may  substitute  for  the  vessel 

18  covered  by  the  agreement  another  vessel  on  the  list 

19  maintained  under  section  403(d). 

20  "(10)  Termination  for  failure  to  operate 

21  OR  SUBSTITUTE. — The  operating  agreement  is  ter- 

22  minated  if — 

23  "(A)  the  vessel  covered  by  the  agreement  is 

24  not  operated  under  an  operating  agreement  for 

25  one  year;  and 
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1  "(B)  a  substitute  for  that  vessel  is  not  op- 

2  erated  under  the  agreement  during  that  year. 

3  "(b)  Payments. — 

4  "(1)  In  GENERAL. — The  amount  required  to  be 

5  paid  by  the   Secretary  each  year  to   a  contractor 

6  under   an   operating   agreement   pursuant   to    sub- 

7  section  (a)(2) — 

8  "(A)  shall  be  paid  at  a  pro  rated  amount 

9  at  the  beginning  of  each  month  in  equal  install- 

10  ments;  and 

11  "(B)  except  as  provided  in  paragraph  (2), 

12  may  not  be  reduced  by  reason  of  operation  of 

13  the  vessel  covered  by  the  agreement  to  carry  ci- 

14  vilian  or  military  preference  cargoes  under — 

15  "(i)  section  901(a),  901(b),  or  901b; 

16  "(ii)  section  2631  of  title  10,  United 

17  States  Code;  or 

18  "(in)  the  Act  of  March  26,  1934  (48 

19  Stat.  500). 

20  "(2)  Reduction  for  preference  cargo. — A 

21  contractor  with  respect  to  a  vessel  may  not  receive 

22  any  payment  under  this  title  for  any  day  in  which 

23  the  vessel   is   engaged   in   transporting  more   than 

24  5,000  tons  of  preference  cargo  described  in  para- 
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1  graph  (1)(B)  that  is  bulk  cargo  (as  defined  in  sec- 

2  tion  3  of  the  Shipping  Act  of  1984). 

3  "(c)    Redelivery    of    Vessels. — The    Secretary 

4  shall,  upon  the  termination  of  the  need  for  which  a  vessel 

5  is  delivered  under  an  operating  agreement,  return  the  ves- 

6  sel  to  the  contractor — 

7  "(1)  at  a  place  that  is  mutually  agreed  upon  by 

8  the  Secretary  of  Defense  and  the  contractor;  and 

9  "(2)  in  the  condition  in  which  it  was  delivered 

10  to  the  Secretary,  excluding  normal  wear  and  tear. 

11  "(d)  Transfer  of  Operating  Agreements. — A 

12  contractor  under  an  operating  agreement  may  transfer  the 

13  agreement  (including  all  rights  under  the  agreement)  to 

14  any  other  person  that  is  a  citizen  of  the  United  States, 

15  after  notification  of  the  Secretary  in  accordance  with  regu- 

16  lations  prescribed  by  the  Secretary.  A  person  to  whom  an 

17  agreement  is  transferred  may  receive  payments  from  the 

18  Secretary  under  the  agreement  only  if  the  vessel  to  be  cov- 

19  ered  by  the  agreement  after  the  transfer  is  on  the  list 

20  maintained  under  section  403(d). 

21  "SEC.  406.  NONCONTIGUOUS  TRADE  RESTRICTIONS. 

22  "(a)  Prohibition. — 

23  "(1)  In  general. — Except  as  provided  in  this 

24  section,  a  contractor  may  not  receive  any  payment 

25  under  this  title  if — 
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1  "(A)  the  contractor  or  a  related  party  with 

2  respect  to  the  contractor,  directly  or  indirectly 

3  owns,  charters,  or  operates  a  vessel  engaged  in 

4  the  transportation  of  cargo  in  noncontiguous 

5  trade,  other  than  in  accordance  with  a  waiver 

6  under  subsection  (b)  or  (c);  or 

7  "(B)    for   noncontiguous   trade   for  which 

8  there  is  a  waiver  under  subsection  (b)  or  (c), 

9  there  is  a — 

10  "(i)  material  change  in  the  domestic 

1 1  ports  served  from  the  ports  permitted  to  be 

12  served  under  the  waiver; 

13  "(ii)  material  increase  in  the  annual 

14  number  or  the  frequency  of  sailings  from 

15  the  number  or  frequency  permitted  under 

16  the  waiver;  or 

17  "(iii)  material  increase  in  the  annual 

18  volume  of  cargo  carried  or  annual  capacity 

19  utilized  from  the  annual  volume  of  cargo 

20  or   annual   capacity  permitted   under  the 

21  waiver. 

22  "(2)    Limitations    on    prohibition. — Para- 

23  graph  (1)  applies  to  a  contractor  only  in  the  years 

24  specified  for  payments  under  the  operating  agree- 

25  ment  entered  into  by  the  contractor. 
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1  "(b)  General  Waiver  Authority. — 

2  "(1)  In  general. — Except  as  provided  in  sub- 

3  section  (c),  the  Secretary  shall  waive,  in  writing,  the 

4  application  of  subsection  (a)  to  a  contractor  pursu- 

5  ant  to  an  application  submitted  in  accordance  with 

6  this  subsection,  unless  the  Secretary  finds  that — 

7  "(A)    the   waiver   would    result    in   unfair 

8  competition  to  any  person  that  operates  vessels 

9  as  a  carrier  of  cargo  in  a  service  exclusively  in 

10  the  noncontiguous  trade  for  which  the  waiver  is 

1 1  applied; 

12  "(B)  existing  service  in  that  noncontiguous 

13  trade  is  adequate;  or 

14  "(C)  the  waiver  will  result  in  prejudice  to 

15  the  objects  or  policy  of  this  title  or  Act. 

16  "(2)  Terms  OF  waiver. — Any  waiver  granted 

17  by  the  Secretary  under  this  subsection  shall  state — 

18  "(A)  the  domestic  ports  permitted  to  be 

19  served; 

20  "(B)  the  annual  number  or  frequency  of 

21  sailings  that  may  be  provided;  and 

22  "(C)(i)   the  annual  volume  of  cargo  per- 

23  mitted, 

24  "(ii)  for  containerized  or  trailer  service,  the 

25  annual  40-foot  equivalent  unit  shipboard  con- 
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1  tainer  and  trailer  or  vehicle  or  general  cargo  ca- 

2  pacity  permitted,  or 

3  "(iii)  for  tug  and  barge  service,  the  annual 

4  barge  house  cubic  foot  capacity  and  the  annual 

5  barge  deck  general  cargo  capacity,  or  40-foot 

6  equivalent  unit  container,  trailer,  or  vehicle  ca- 

7  pacity,  permitted. 

8  "(3)  Applications  for  watvers. — An  appli- 

9  cation  for  a  waiver  under  this  subsection  may  be 

10  submitted  by  a  contractor  and  shall  describe,  as  ap- 

1 1  plicable,  the  nature  and  scope  of — 

12  "(A)  the  service  proposed  to  be  conducted 

13  in  a  noncontiguous  trade  under  the  waiver;  or 

14  "(B)  any  proposed  material  change  or  in- 

15  crease  in  a  service  in  a  noncontiguous  trade 

16  permitted  under  an  existing  waiver. 

17  "(4)  Action  on  application  and  hearing. — 

18  "(A)  Notice  and  proceeding. — Within 

19  30  days  after  receipt  of  an  application  for  a 

20  waiver    under    this    subsection,    the    Secretary 

21  shall— 

22  "(i)  publish  a  notice  of  the  applica- 

23  tion;  and 
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1  "(ii)  begin  a  proceeding  on  the  appli- 

2  cation  under  section  554  of  title  5,  United 

3  States  Code,  to  receive — 

4  "(I)     evidence     of    the     nature, 

5  quantity,  and  quality  of  the  existing 

6  service  in  the  noncontiguous  trade  for 

7  which  the  waiver  is  applied; 

8  "(II)    a   description   of  the   pro- 

9  posed    service    or    proposed    material 

10  change  or  increase  in  a  previously  per- 

1 1  mitted  service; 

12  "(III)  the  projected  effect  of  the 

13  proposed  service  or  proposed  material 

14  change  or  increase  in  existing  service; 

15  and 

16  "(IV)  recommendations  on  condi- 

17  tions  that  should  be  contained  in  any 

18  waiver  for  the  proposed  service  or  ma- 

19  terial  change  or  increase. 

20  "(B)  Intervention. — An  applicant  for  a 

21  waiver  under  this  subsection,  and  any  person 

22  that  operates  cargo  vessels  in  the  noncontiguous 

23  trade  for  which  a  waiver  is  applied  and  that  has 

24  any  interest  in  the  application,  may  intervene  in 

25  the  proceedings  on  the  application. 
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1  "(C)  Hearing. — Before  deciding  whether 

2  to  grant  a  waiver  under  this   subsection,  the 

3  Secretary  shall  hold  a  public  hearing  in  an  ex- 

4  peditious  manner,   reasonable   notice   of  which 

5  shall  be  published. 

6  "(5)  Decision. — The  Secretary  shall  complete 

7  all  proceedings  and  hearings  on  an  application  under 

8  this  subsection  and  issue  a  decision  on  the  record 

9  within  90  days  after  receipt  of  the  final  briefs  sub- 

10  mitted  for  the  record. 

11  "(c)    Existing   Noncontiguous   Trade   Opera- 

12  tors. — 

13  "(1)  In  general. — The  Secretary  shall  waive 

14  the  application  of  subsection  (a)  to  a  contractor  pur- 

15  suant  to  an  application  submitted  in  accordance  with 

16  this  subsection  if  the  Secretary  finds  that  the  con- 

17  tractor,  or  a  related  party  or  predecessor  in  interest 

18  with  respect  to  the  contractor — 

19  "(A)  engaged  in  bona  fide  operation  of  a 

20  vessel  as  a  carrier  of  cargo  by  water — 

21  "(i)  in  a  noncontiguous  trade  on  July 

22  1,  1992;  or 

23  "(ii)  in  furnishing  seasonal  service  in 

24  a   season   ordinarily  covered  by  its  oper- 
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1  ation,  during  the  12  calendar  months  pre- 

2  ceding  July  1,  1992;  and 

3  "(B)    has   operated   in   that   service   since 

4  that  time,  except  for  interruptions  of  service  re- 

5  suiting  from  Operation  Desert  Storm  or  over 

6  which  the  contractor  (or  related  party  or  prede- 

7  cessor  in  interest)  had  no  control. 

8  "(2)  Terms  of  waiver. — 

9  "(A)   In  general. — Except  as  otherwise 

10  provided  in  this  paragraph,  the  level  of  service 

11  permitted  under  a  waiver  under  this  subsection 

12  shall  be  the  level  of  service  provided  by  the  ap- 

13  plicant  (or  related  party  or  predecessor  in  inter- 

14  est)  in  the  relevant  noncontiguous  trade  during, 

15  for  year-round  service,  the  6  calendar  months 

16  preceding  July  1,  1992,  or  for  seasonal  service, 

17  the  12  calendar  months  preceding  July  1,  1992, 

18  determined  by — 

19  "(i)  the  domestic  ports  called; 

20  "(ii)  the  number  of  sailings  actually 

21  made,    except   as   to   interruptions   in   the 

22  service  in  the  noncontiguous  trade  result- 

23  ing  from  Operation  Desert  Storm  or  over 

24  which  the  applicant   (or  related  party  or 
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1  predecessor   in    interest)    had    no    control; 

2  and 

3  "(iii)  the  volume  of  cargo  carried  or, 

4  for  containerized  or  trailer  service,  the  40- 

5  foot  equivalent  unit  shipboard  container, 

6  trailer,  or  vehicle  or  general  cargo  capacity 

7  employed,   or,   for  tug  and  barge  service, 

8  the  barge  house  cubic  foot  capacity  and 

9  barge  deck  general  cargo  capacity  or  40- 

10  foot  equivalent  unit  container,  trailer,   or 

1 1  •       vehicle  capacity,  employed. 

12  "(B)     Certain     containerized     ves- 

13  SELS. — If  an   applicant  under  this   subsection 

14  was  offering  service  as  an  operator  of  container- 

15  ized  vessels  in  noncontiguous  trades  with  Ha- 

16  waii,  Puerto  Rico,  and  Alaska  on  July  1,  1992, 

17  a  waiver  under  this  subsection  shall  permit  the 

18  applicant  to  conduct — 

19  "(i)   104  sailings  each  year  from  the 

20  West  Coast  of  the  United  States  to  Hawaii 

21  with  an  annual  capacity  allocated  to  the 

22  service  of  75  percent  of  the  total  capacity 

23  of  the  vessels  employed  in  the  service  on 

24  July  1,  1992; 
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1  "(ii)  156  sailings  each  year  in  each  di- 

2  rection  between   the   East  Coast  or  Gulf 

3  Coast   of  the   United   States   and   Puerto 

4  Rico  with  an  annual  capacity  allocated  to 

5  the  service  of  75  percent  of  the  total  ca- 

6  pacity  of  its  vessels  employed  in  the  service 

7  on  July  1,  1992;  and 

8  "(hi)   103  sailings  each  year  in  each 

9  direction  between  Washington  and  Alaska 

10  with  an  annual  capacity  allocated  to  the 

11  service  in  each  direction  of  100  percent  of 

12  the  total  capacity  of  its  vessels  employed  in 

13  the  service  on  July  1,  1992. 

14  "(C)  Certain  tugs  and  barges. — If  an 

15  applicant   under   this    subsection   was    offering 

16  service  as  an  operator  of  tugs  and  barges  in 

17  noncontiguous  trades  with  Hawaii,  Puerto  Rico, 

18  and  Alaska  on  July  1,   1992,  a  waiver  under 

19  this   subsection   shall   permit  the   applicant  to 

20  conduct — 

21  "(i)  17  sailings  each  year  in  each  di- 

22  rection  between  ports  in  Washington,  Or- 

23  egon,  and  Northern  California  and  ports  in 

24  Hawaii  with  an  annual  barge  house  cubic 

25  foot  capacity  and  annual  barge  deck  40- 
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1  foot  equivalent  unit  container  capacity  in 

2  each  direction  of  100  percent  of  the  total 

3  of  the  capacity  of  its  vessels  employed  in 

4  the  service  during  the  6  calendar  months 

5  preceding  July  1,  1992,  annualized; 

6  "(ii)  253  sailings  each  year  in  each  di- 

7  rection  between  the  East  Coast  or  Gulf 

8  Coast  of  the   United   States   and  Puerto 

9  Rico   with    an    annual    40-foot   equivalent 

10  unit  container  or  trailer  capacity  equal  to 

11  100  percent  of  the  capacity  of  its  barges 

12  employed  in  the  service  on  July  1,  1992; 

13  "(iii)  37  regularly  scheduled  tandem 

14  tow  rail  barge  sailings  and  10  additional 

15  single  tow  sailings  each  year  in  each  direc- 

16  tion  between  Washington  and  the  Alaskan 

17  port  range  between  and  including  Anchor- 

18  age  and  Whittier  with  an  annual  capacity 

19  allocated  to  the  service  in  each  direction  of 

20  100  percent  of  the  total  rail  car  capacity  of 

21  its  vessels  employed  in  the  service  on  July 

22  1,  1992; 

23  "(iv)  8  regularly  scheduled  single  tow 

24  sailings   each  year   in   each   direction   be- 

25  tween  Washington   and   points   in  Alaska 
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1  (not  including  the  port  range  between  and 

2  including  Anchorage  and  Whittier,  except 

3  occasional  deviations  to  discharge  inciden- 

4  tal  quantities  of  cargo)  with  an  annual  ca- 

5  pacity  allocated  to  the  service  in  each  di- 

6  rection  of  100  percent  of  the  total  capacity 

7  of  its  vessels  employed  in  the  service  on 

8  July  1,  1992;  and 

9  "(v)  unscheduled,  contract  carrier  tug 

10  and  barge  service  between  points  in  Alaska 

11  not  served  by  the  common  carrier  service 

12  permitted   under   clause    (iii)    or    (iv)    and 

13  points  in  Washington,  with  an  annual  ca- 

14  pacity  allocated  to  that  service  not  exceed- 

15  ing  100  percent  of  the  highest  total  capac- 

16  ity  of  the  equipment  that  was  employed  in 

17  that  service  in  any  year  after  1979. 

18  "(D)    Annualization. — Capacity    other- 

19  wise  required  by  this  paragraph  to  be  permitted 

20  under  a  waiver  under  this  subsection  shall  be 

21  annualized  if  not  a  seasonal  service. 

22  "(E)  Adjustments. — 

23  "(i)  In  general. — The  annual  capac- 

24  ity  permitted  under  a  waiver  under  this 

25  subsection  shall  be  adjusted  for  each  cal- 
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1  endar  year  to  reflect  changes  in  the  total 

2  volume    of    trade    on    the    noncontiguous 

3  trade  route  for  which  the  waiver  is  issued. 

4  Such  an  adjustment  may  not  be  considered 

5  to  be  a  material  change  or  increase  in  serv- 

6  ice   under   the   waiver   for   purposes   sub- 

7  section  (b)(3)(B). 

8  "(ii)  Limitation. — An  increase  in  ca- 

9  pacity  under  this  subparagraph  shall  apply 

10  only  to  the  extent  the  contractor  actually 

11  uses  the  increased  capacity  to  carry  cargo 

12  in  the  permitted   service   in   the   calendar 

13  year  immediately  following  the  preceding 

14  increase  in  gross  product.   However,   if  a 

15  contractor  operating  exclusively  container- 

16  ized  vessels  in  that  trade  on  July  1,  1992, 

17  carries  an  average  load  factor  of  at  least 

18  90  percent  of  permitted  capacity  (including 

19  the  capacity,  if  any,  both  authorized  and 

20  used  under  the  previous  sentence)  during  9 

21  months  of  any  one  calendar  year,  then  in 

22  the  next  following  calendar  year  and  there- 

23  after,  the  requirement  that  additional  ca- 

24  pacity  shall  be  used  in  the  immediately  fol- 

25  lowing  year  does  not  apply. 
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1  "(3)    Applications    for    waivers.— For    a 

2  waiver  under  this  subsection  a  contractor  shall  sub- 

3  mit  to  the  Secretary  an  application  certifying  the 

4  facts  required  to  be  found  under  paragraph  (1)  (A) 

5  or  (B),  as  applicable. 

6  "(4)  Action  on  application. — 

7  "(A)  Notice.— The  Secretary  shall  pub- 

8  lish  a  notice  of  receipt  of  an  application  for  a 

9  waiver  under  this   subsection  within   30   days 

10  after  receiving  the  application. 

11  "(B)    Hearing    prohibited. — The    Sec- 

12  retary  may  not  conduct  a  hearing  on  an  appli- 

13  cation  for  a  waiver  under  this  subsection. 

14  "(C)    Submission    of    comments. — The 

15  Secretary  shall  give  every  person  operating  a 

16  cargo  vessel  in  a  noncontiguous  trade  for  which 

17  a  waiver  is  applied  for  under  this  subsection 

18  and  who  has  any  interest  in  the  application  a 

19  reasonable  opportunity  to  submit  comments  on 

20  the  application  and  on  the  description  of  the 

21  service  that  would  be  permitted  by  any  waiver 

22  that  is  granted  by  the  Secretary  under  the  ap- 

23  plication. 

24  "(5)  Decision  on  application. — 
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1  "(A)  In  general. — Except  as  provided  in 

2  subparagraph  (B),  the  Secretary  shall  complete 

3  all   proceedings   on   an   application  under  this 

4  subsection  and  issue  a  decision  on  the  record 

5  within  180  days  after  receipt  of  the  application. 

6  "(B)  Expedited  consideration. — Sub- 

7  ject  to  the  time  required  for  publication  of  no- 

8  tice  and  for  receipt  and  evaluation  of  comments 

9  by  the  Secretary,  an  application  for  a  waiver 

10  under  this  subsection   submitted  at  the  same 

1 1  time  the  applicant  applies  for  inclusion  of  a  ves- 

12  sel  in  the  Fleet  shall  be  granted  in  accordance 

13  with  the  level  of  service  determined  by  the  Sec- 

14  retary  under  this  subsection  by  not  later  than 

15  the  date  on  which  the  Secretary  offers  to  the 

16  applicant  an  operating  agreement  with  respect 

17  to  that  vessel. 

18  "(6)  Change  or  increase  in  service. — Any 

19  material  change  or  increase  in  a  service  that  is  sub- 

20  ject  to  a  waiver  under  this  subsection  is  not  author- 

21  ize  except  to  the  extent  the  change  or  increase  is 

22  permitted  by  a  waiver  under  subsection  (b). 

23  "(d)  Annual  Report  on  Warners. — Each  waiver 

24  under  this  section  shall  require  the  person  who  is  granted 

25  the  waiver  to  submit  to  the  Secretary  each  year  an  annual 
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1  report  setting  forth  for  the   service  authorized  by  the 

2  waiver — 

3  "(1)  the  ports  served  during  the  year; 

4  "(2)  the  number  or  frequency  of  sailings  per- 

5  formed  during  the  year;  and 

6  "(3)  the  volume  of  cargo  carried  or,  for  contain- 

7  erized  or  trailer  service,  the  annual  40-foot  equiva- 

8  lent  unit  shipboard  container,  trailer,  or  vehicle  ca- 

9  pacity  utilized  during  the  year,  or  for  tug  and  barge 

10  service,  the  annual  barge  house  and  barge  deck  ca- 

1 1  pacity  utilized  during  the  year. 

12  "(e)  Definitions. — In  this  section — 

13  "(1)    the    term    'noncontiguous    trade'    means 

14  trade  between — 

15  "(A)  the  contiguous  48  States;  and 

16  "(B)  Alaska,  Hawaii,  or  Puerto  Rico;  and 

17  "(2)  the  term  'related  party'  means — 

18  "(A)  a  holding  company,  subsidiary,  affili- 

19  ate,  or  associate  of  a  contractor;  and 

20  "(B)  an  officer,  director,  agency,  or  other 

21  executive  of  a  contractor  or  of  a  person  referred 

22  to  in  subparagraph  (A). 
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1  "SEC.  407.  FUNDING  FOR  CONTINGENCY  RETAINER  FLEET 

2  OPERATING  AGREEMENTS. 

3  "(a)  Authorization  of  Appropriations. — There 

4  are  authorized  to  be  appropriated  to  the  Secretary  any 

5  amounts  necessary  to  liquidate  obligations  under  operat- 

6  ing  agreements. 

7  "(b)  Transfer  of  Balances  From  Operating- 

8  Differential  Subsidy  Program. — Any  amounts  other- 

9  wise  available  for  operating  differential  subsidy  contracts 

10  under  title  VT  that  are  no  longer  required  for  those  con- 

11  tracts  are  available,  until  expended,  for  operating  agree- 

12  ments. 

13  "SEC.  408.  DEFINITIONS. 

14  "In  this  title: 

15  "(1)     Contractor. — The    term     'contractor' 

16  means  an  owner  or  operator  of  a  vessel  that  enters 

17  into  an  operating  agreement  for  the  vessel  with  the 

1 8  Secretary. 

19  "(2)    Eligibility    decision   application. — 

20  The  term  'eligibility  decision  application'  means  an 

21  application  for  a  decision  by  the  Secretary  under 

22  section  403  that  a  vessel  is  eligible  to  be  enrolled  in 

23  the  Fleet. 

24  "(3)  Eligible  vessel. — The  term  'eligible  ves- 

25  sel'  means  a  vessel  that  the  Secretary  decides  under 

26  section  403  is  eligible  to  be  enrolled  in  the  Fleet. 
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1  "(4)  Fleet. — The  term  'Fleet'  means  the  Con- 

2  tingeney  Retainer   Fleet   established  under   section 

3  402. 

4  "(5)  Fleet  operator. — The  term  'Fleet  Op- 

5  erator'  means  a  person  that  is  a  party  to  an  operat- 

6  ing  agreement  with  the  Secretary  in  effect  under 

7  this  title. 

8  "(6)  Operating  agreement. — The  term  'op- 

9  erating  agreement'  means  an  operating  agreement 

10  entered  into  by  the  Secretary  under  section  404. 

11  "(7)  Secretary. — The  term  'Secretary'  means 

12  the  Secretary  of  Transportation. 

13  "(8)  United  states  documented  vessel. — 

14  The  term  'United  States  documented  vessel'  means 

15  a  vessel  that  is  documented  under  chapter  121  of 

16  title  46,  United  States  Code.". 

17  (b)  Limitation  on  Entering  and  Effectiveness 

18  OF  Agreements. — The  Secretary  of  Transportation  may 

19  not  enter  into  an  operating  agreement  under  title  IV  of 

20  the  Merchant  Marine  Act,  1936,  as  amended  by  this  Act, 

21  before  October  1,  1994.  Any  operating  agreement  entered 

22  into  under  that  title  between  October  1,  1994,  and  Sep- 

23  tember  30,  1995,  may  not  be  effective  until  October  1, 

24  1995. 
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1  (c)   Limitation  on  Payments. — Notwithstanding 

2  section  405(a)(2)  of  the  Merchant  Marine  Act,  1936,  as 

3  amended  by  this  Act,  or  the  terms  of  any  operating  agree- 

4  ment  (as  that  term  is  used  in  that  section),  the  United 

5  States  Government  is  not  obligated  to  pay,  and  the  Sec- 

6  retary  of  Transportation  may  not  pay,  any  amount  pursu- 

7  ant  to  that  section  for  any  day  in  which  a  vessel  that  is 

8  covered  by  an  operating  agreement  is  under  a  charter  to 

9  the  United  States  Government  that  was  entered  into  be- 

10  fore  the  date  of  the  enactment  of  this  Act. 

11  (d)  Limitation  on  Operating  Agreements  for 

12  Vessels   Constructed    Under   Existing   Foreign 

13  Construction  Contracts. — 

14  (1)  Limitation. — The  Secretary  of  Transpor- 

15  tation  may  decide  that  a  vessel  described  in  para- 

16  graph   (2)   is  eligible  for  an  operating  agreement 

17  under  title  IV  of  the  Merchant  Marine  Act,  1936,  as 

18  amended  by  this  Act,  only  if — 

19  (A)  the  contract  under  which  the  vessel  is 

20  constructed   is,   on   and   after  May   19,    1993, 

21  binding  on  the  person  that  submits  an  eligibility 

22  application  under  that  title  for  the  vessel; 

23  (B)  construction  of  the  vessel  is  begun  be- 

24  fore  January  1,  1994;  and 
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1  (C)  the  vessel  is  a  United  States  doeu- 

2  mented  vessel  (as  that  term  is  defined  in  that 

3  title)  before  November  19,  1995. 

4  (2)  Vessel  described. — A  vessel  referred  to 

5  in  paragraph  (1)  is  a  vessel — 

6  (A)  that  is  constructed  in  a  foreign  country 

7  under  a  contract  that  is   entered   into  before 

8  May  19,  1993;  and 

9  (B)  the  construction  of  which  is  not  com- 

10  pleted  before  that  date. 

1 1  SEC.  4.  OPERATING-DIFFERENTIAL  SUBSIDY  CONTRACTS. 

12  (a)   Prohibition  on   New  Contracts. — Section 

13  601  of  the  Merchant  Marine  Act,  1936  (46  App.  U.S.C. 

14  1171)  is  amended  by  adding  at  the  end  the  following: 

15  "(c)  After  the  effective  date  of  this  subsection,  the 

16  Secretary  of  Transportation  may  not  enter  into  any  new 

1 7  contract  under  this  title . ' ' . 

18  (b)  Termination  of  Existing  Contracts. — Not- 

19  withstanding  any  other  provision  of  this  Act,  any  contract 

20  in  effect  under  title  VI  of  the  Merchant  Marine  Act,  1936 

21  (46  App.  U.S.C.  1171  et  seq.),  on  the  day  before  the  date 

22  of  enactment  of  this  Act  shall  continue  in  effect  under  its 

23  terms  and  terminate  as  set  forth  in  the  contract,  unless 

24  voluntarily  terminated  on  an  earlier  date  by  the  persons 


•HR  2151  IH 


74 

36 

1  (other  than  the  United  States  Government)  that  are  par- 

2  ties  to  the  contract. 

3  (c)  Exemption  of  Bulk  Cargo  ODS  Vessels 

4  From  Operating  Restrictions. — Section  506  of  the 

5  Merchant  Marine  Act,  1936  (46  App.  U.S.C.  1156)  is 

6  amended — 

7  (1)  by  inserting  "(a)"  after  "Sec.  506.";  and 

8  (2)  by  adding  at  the  end  the  following  new  sub- 

9  section: 

10  "(b)  This  section  does  not  apply  to  any  liquid  or  dry 

11  bulk  cargo  vessel  for  which  operating-differential  subsidy 

12  is  required  to  be  paid  under  a  contract  under  title  VI  that 

13  is  in  force  on  the  effective  date  of  this  subsection,  effective 

14  upon  the  termination  date  of  the  contract  (as  set  forth 

15  in  the  contract  as  in  effect  on  the  effective  date  of  this 

16  subsection).". 

17  (d)  Restrictions  on  Operations  of  ODS  Ves- 

18  sels.— Title  VI  of  the  Merchant  Marine  Act,  1936  (46 

19  App.  U.S.C.  1171  et  seq.),  as  amended  by  this  Act,  is  fur- 

20  ther  amended  by  adding  at  the  end  the  following: 

21  "SEC.  616.  LIMITATION  ON  APPLICATION  OF  RESTRICTIONS 

22  ON  operations. 

23  "Sections  605(c),  804,  and  805,  this  section,  and  the 

24  essential    service    requirements    in    section    601(a)    and 

25  603(a),  do  not  apply  to  a  contractor  if — 
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1  "(1)  the  contractor  submits  an  eligibility  deci- 

2  sion  application  to  the  Secretary  under  title  IV  for 

3  all  of  the  vessels  operated  by  the  contractor  under 

4  an  operating-differential  subsidy  contract;  and 

5  "(2)   all  of  those  vessels  for  which  operating 

6  agreements  are  offered  by  the  Secretary  under  title 

7  IV  are  enrolled  in  the  Maritime  Security  Fleet.". 

8  (e)   Termination  of  Operating  Differential 

9  Subsidy  For  Older  Vessels. — Section  605(b)  of  the 

10  Merchant  Marine  Act,  1936  (46  App.  U.S.C.  1175(b)),  is 

1 1  amended  by  adding  the  following  new  sentence  at  the  end 

12  of  the  subsection:  "After  May  19,  1993,  the  Secretary  of 

13  Transportation  may  not  enter  any  new  formal  order  under 

14  this  subsection.". 

15  SEC.  5.  DEFINITIONS  APPLICABLE  TO  MERCHANT  MARINE 

16  ACT,  1936. 

17  Section  905  of  the  Merchant  Marine  Act,  1936  (46 

18  App.  U.S.C.  1244),  is  amended— 

19  (1)  by  striking  subsection  (a)  and  inserting  the 

20  following: 

21  "(a)  Each  of  the  terms  'foreign  commerce'  and  'for- 

22  eign  trade'  mean — 

23  "(1)  trade  between  the  United  States  and  a  for- 

24  eign  country;  or 

25  "(2)  trade  between  foreign  ports."; 
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1  (2)  by  striking  subsection  (c)  and  inserting  the 

2  following: 

3  "(c)  The  term  'citizen  of  the  United  States'  means 

4  a  person  eligible  to  own  a  documented  vessel  under  chap- 

5  ter  121  of  title  46,  United  States  Code.",  and 

6  (3)  by  adding  at  the  end  the  following: 

7  "(h)  The  term  'foreign  subsidized  shipyard'  means  a 

8  shipyard  that — 

9  "(1)  receives  or  benefits  from,  directly  or  indi- 

10  rectly,   a  shipyard  subsidy  for  the  construction  of 

11  vessels;  and 

12  "(2)  is  located  in  a  foreign  country  that  has  not 

13  signed  a  trade  agreement  with  the  United  States 

14  that  provides  for  the  elimination  of  subsidies  for 

15  that  shipyard. 

16  "(i)  The  term  'subsidy'  includes  any  of  the  following: 

17  "(A)  Officially  supported  export  credits  and  de- 

18  velopment  assistance. 

19  "(B)   Direct  official  operating  support  to  the 

20  commercial  shipbuilding  and  repair  industry,  or  to  a 

21  related  entity  that  favors  the  operation  of  shipbuild- 

22  ing  and  repair,  including — 

23  "(i)  grants; 

24  "(ii)  loans  and  loan  guarantees  other  than 

25  those  available  on  the  commercial  market; 

•HR  2151  IH 


77 

39 

1  "(iii)  forgiveness  of  debt; 

2  "(iv)  equity  infusions  on  terms  inconsistent 

3  with  commercially  reasonable  investment  prac- 

4  tices; 

5  u(v)   preferential   provision   of  goods   and 

6  services;  and 

7  "(vi)  public  sector  ownership  of  commercial 

8  shipyards  on  terms  inconsistent  with  commer- 

9  dally  reasonable  investment  practices. 

10  "(C)  Direct  official  support  for  investment  in 

11  the  commercial  shipbuilding  and  repair  industry,  or 

12  to  a  related  entity  that  favors  the  operation  of  ship- 

13  building  and  repair,  including  the  kinds  of  support 

14  listed  in  clauses  (i)  through  (v)  of  subparagraph  (B), 

15  and  any  restructuring  support,  except  public  support 

16  for  social  purposes  directly  and  effectively  linked  to 

17  shipyard  closures. 

18  "(D)  Assistance  in  the  form  of  grants,  pref- 

19  erential  loans,  preferential  tax  treatment,  or  other- 

20  wise,  that  benefits  or  is  directly  related  to  shipbuild- 

21  ing  and  repair  for  purposes  of  research  and  develop- 

22  ment  that  is  not  equally  open  to  domestic  and  for- 

23  eign  enterprises. 

24  "(E)  Tax  policies  and  practices  that  favor  the 

25  shipbuilding  and  repair  industry,   directly  or  indi- 
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1  rectly,  such  as  tax  credits,  deductions,  exemptions 

2  and  preferences,  including  accelerated  depreciation, 

3  if  the  benefits  are  not  generally  available  to  persons 

4  or  firms  not  engaged  in  shipbuilding  or  repair. 

5  "(F)  Any  official  regulation  or  practice  that  au- 

6  thorizes  or  encourages  persons  or  firms  engaged  in 

7  shipbuilding  or  repair  to  enter  into  anticompetitive 

8  arrangements. 

9  "(G)  Any  indirect  support  directly  related,  in 

10  law  or  in  fact,  to  shipbuilding  and  repair  at  national 

1 1  yards,  including  any  public  assistance  favoring  ship- 

12  owners  with  an  indirect  effect  on  shipbuilding  or  re- 

13  pair  activities,  and  any  assistance  provided  to  suppli- 

14  ers  of  significant  inputs  to  shipbuilding,  which  re- 

15  suits  in  benefits  to  domestic  shipbuilders. 

16  "(H)  Any  export  subsidy  identified  in  the  Illus- 

17  trative  List  of  Export  Subsidies  in  the  Annex  to  the 

18  Agreement  on  Interpretation  and  Application  of  Ar- 

19  tides  VI,  XVI,  and  XXIII  of  the  General  Agreement 

20  on  Tariffs  and  Trade  or  any  other  export  subsidy 

21  that  may  be  prohibited  as  a  result  of  the  Uruguay 

22  Round  of  trade  negotiations.". 
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1  SEC.  6.  GOVERNMENT-IMPELLED  CARGOES. 

2  (a)    Vessels    Eligible    for    Cargoes. — Section 

3  901(b)  of  the  Merchant  Marine  Act,  1936  (46  App.  U.S.C. 

4  1241(b))  is  amended — 

5  (1)  in  paragraph  (1),  by  striking  "For  purposes 

6  of  this  section,   the  term   'privately  owned  United 

7  States-flag  commercial  vessels' "  and  all  that  follows 

8  through  the  end  of  the  paragraph  and  inserting  a 

9  period;  and 

10  (2)   by  adding  at  the  end  the   following  new 

1 1  paragraph: 

12  "(3)  In  this  section  and  section  901b,  the  term  'pri- 

13  vately  owned  United  States-flag  commercial  vessel'  means 

14  a  privately  owned  vessel  that  is  documented  under  chapter 

15  121  of  title  46,  United  States  Code,  that— 

16  "(A)  was  built  in  the  United  States; 

17  "(B)   was   documented  under  chapter   121   of 

18  title  46,  United  States  Code,  before  May  19,  1993; 

19  "(C)  does  not  transport  under  section  901b  or 

20  this  section  on  any  voyage  more  than  5,000  tons  of 

21  bulk  cargo  (as  defined  in  section  3  of  the  Shipping 

22  Act  of  1984),  and— 

23  "(i)  was  built  in  a  foreign  shipyard  under 

24  a  contract  entered  into  before  May  19,  1993;  or 

25  "(ii)  is  built  under  a  contract  entered  into 

26  after  that  date,  in  a  foreign  shipyard  that  on 
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1  the  date  the  contract  is  entered  is  not  a  foreign 

2  subsidized  shipyard; 

3  "(D)(i)  is  built  under  a  contract  entered  into 

4  after  May  19,  1993,  in  a  foreign  shipyard  that  on 

5  the  date  the  contract  was  entered  is  not  a  foreign 

6  subsidized  shipyard;  and 

7  "(ii)    has   not  been   documented   in   a   foreign 

8  country  before  it  is  documented  under  chapter  121 

9  of  title  46,  United  States  Code;  or 

10  "(E)  has  been  documented  Under  chapter  121 

1 1  of  title  46,  United  States  Code,  for  at  least  3  con- 

1 2  secutive  years,  and — 

13  "(i)  was  built  in  a  foreign  shipyard  under 

14  a  contract  entered  into  before  May  19,  1993;  or 

15  "(ii)  is  built  under  a  contract  entered  into 

16  after  that  date,  in  a  foreign  shipyard  that  on 

17  the  date  the  contract  was  entered  is  not  a  for- 

18  eign  subsidized  shipyard.". 

19  (b)  Clerical  Amendment. — Section  901b  of  the 

20  Merchant  Marine  Act,  1936  (46  App.  U.S.C.  1241f)  is 

21  amended  by  adding  at  the  end  the  following: 

22  "(f)  For  the  definition  of  the  term  'privately  owned 

23  United     States-flag     commercial     vessel',     see     section 

24  901(b)(3).". 
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1  SEC.  7.  VESSEL  FINANCING. 

2  (a)  Elimination  of  Mortgagee  Restrictions. — 

3  Section   31322(a)   of  title   46,   United   States   Code,   is 

4  amended  to  read  as  follows: 

5  "(a)  A  preferred  mortgage  is  a  mortgage,  whenever 

6  made,  that — 

7  "(1)  includes  the  whole  of  the  vessel; 

8  "(2)  is  filed  in  substantial  compliance  with  sec- 

9  tion  31321  of  this  title;  and 

10  "(3) (A)  covers  a  documented  vessel;  or 

11  "(B)  covers  a  vessel  for  which  an  application 

12  for  documentation  is  filed  that  is  in  substantial  com- 

13  pliance  with  the  requirements  of  chapter  121  of  this 

14  title  and  the  regulations  prescribed  under  that  chap- 

15  ter.". 

16  (b)  Elimination  of  Trustee  Restrictions. — 

17  (1)  Repeal.— Section  31328  of  title  46,  United 

18  States  Code,  is  repealed. 

19  (2)       Conforming       amendment. — Section 

20  31330(b)  of  title  46,  United  States  Code,  is  amend- 

21  ed    in    paragraphs    (1),    (2),    and    (3)    by    striking 

22  "31328  or"  each  place  it  appears. 

23  (c)  Removal  of  Mortgage  Restrictions. — Sec- 

24  tion  9  of  the  Shipping  Act,  1916  (46  App.  U.S.C.  808), 

25  as  amended  by  this  Act,  is  further  amended — 

26  (1)  in  subsection  (c) — 
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1  (A)        by        striking        "and        sections 

2  31322(a)(1)(D)  and  31328  of  title  46,  United 

3  States  Code,";  and 

4  (B)   in  paragraph   (1)  by  striking  "mort- 

5  gage,"  each  place  it  appears;  and 

6  (2)  in  subsection  (d) — 

7  (A)  in  paragraph  (1)  by  striking  "transfer, 

8  or  mortgage"  and  inserting  "or  transfer"; 

9  (B)  in  paragraph  (2)  by  striking  "trans- 
10  fers,  or  mortgages"  and  inserting  "or  trans- 
it fers"; 

12  (C)     in    paragraph     (3)(B)     by    striking 

13  "transfers,    or   mortgages"    and    inserting   "or 

14  transfers";  and 

15  (D)   in  paragraph  (4)  by  striking  "trans- 

16  fers,   or  mortgages"   and  inserting  "or  trans- 

17  fers"; 

18  SEC.  8.  PLACEMENT  OF  VESSELS  UNDER  FOREIGN  REG- 

19  ISTRY. 

20  (a)  In  General. — Section  9  of  the  Shipping  Act, 

21  1916  (46  App.  U.S.C.  808),  as  amended  by  this  Act,  is 

22  further  amended  by  adding  at  the  end  the  following: 

23  "(e)  Notwithstanding  subsection  (c)(2),  the  Merchant 

24  Marine  Act,  1936,  or  any  contract  entered  into  with  the 

25  Secretary  under  that  Act,  the  Secretary  of  Transportation 
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1  shall  allow  a  documented  vessel  to  be  placed  under  a  for- 

2  eign  registry  if  at  least  one  replacement  vessel  of  a  capac- 

3  ity  that  is  equivalent  or  greater,  as  measured  by  dead- 

4  weight  tons,  gross  tons,  or  container  equivalent  units,  as 

5  appropriate,  is  documented  under  chapter  121  of  title  46, 

6  United  States  Code,  by  the  owner  of  the  vessel  placed 

7  under  foreign  registry.". 

8  (b)  Application. — The  amendment  made  by  sub- 

9  section  (a)  applies  to  vessels  that  are  placed  under  foreign 

10  registry  after  the  date  of  enactment  of  this  Act  and  re- 

1 1  placement  vessels  documented  in  the  United  States  after 

12  that  date. 

13  SEC.  9.  EFFECTIVE  DATE. 

14  The  amendments  made  by  this  Act  are  effective  on 

15  the  date  which  is  120  days  after  the  date  of  enactment 

16  of  this  Act. 

17  SEC.  10.  REGULATIONS. 

18  (a)  In  General. — The  Secretary  of  Transportation 

19  shall  prescribe  regulations  as  necessary  to  carry  out  this 

20  Act. 

21  (b)    Interim    Regulations. — The    Secretary    of 

22  Transportation   may  prescribe   interim   regulations   nec- 

23  essary  to  carry  out  this  Act  and  for  accepting  eligibility 

24  decision  applications  under  section  403  of  the  Merchant 

25  Marine  Act,  1936,  as  amended  by  this  Act.  For  this  pur- 
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1  pose,  the  Secretary  of  Transportation  is  excepted  from 

2  compliance  with  the  notice  and  comment  requirements  of 

3  section  553  of  title  5,  United  States  Code.  All  regulations 

4  prescribed  under  the  authority  of  this  subsection  that  are 

5  not  earlier  superseded  by  final  rules  shall  expire  270  days 

6  after  the  date  of  enactment  of  this  Act. 

7  SEC.  11.  EXPANSION  OF  STANDING  FOR  MARITIME  UNIONS. 

8  Section  301  of  the  Merchant  Marine  Act,  1936  (46 

9  App.  U.S.C.  1131)  is  amended  by  adding  at  the  end  the 

10  following: 

1 1  "(c)  Standing  for  Maritime  Union  Representa- 

12  TD7ES. — The  duly-elected  representative  of  any  organiza- 

13  tion  that  is  certified  by  the  Secretary  of  Labor  as  the  prop- 

14  er  collective  bargaining  agency  for  officers  or  crew  em- 

15  ployed  on  any  type  of  United  States  documented  vessel 

16  is  an  interested  party  in,  and  has  standing  to  challenge, 

17  any  proposed  or  final  order,  action,  or  rule  of  the  Sec- 

18  retary  of  Transportation  under  this  Act.". 

19  SEC.  12.  STUDY. 

20  (a)  In  General. — After  providing  public  notice  and 

21  opportunity  for  comment,  the  Secretary  of  Transportation 

22  shall  conduct  a  study  of — 

23  (1)  the  impact  of  this  Act  on  the  international 

24  competitiveness  of  United  States  documented  vessels 

25  and  whether  this  Act  has  had  a  favorable  or  unfa- 
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1  vorable  impact  on  the  ability  of  United  States  docu- 

2  mented  vessels  to  compete  successfully  with  foreign- 

3  flag  vessels; 

4  (2)  whether  continuation  of  the  Maritime  Secu- 

5  rity  Fleet  program  established  by  this  Act  would  as- 

6  sist    the    international    competitiveness    of    United 

7  States  documented  vessels; 

8  (3)  whether  the  Maritime  Security  Fleet  pro- 

9  gram  should  be  continued,  modified,  or  discontinued; 

10  (4)  alternatives  that  are  or  should  be  available 

11  to  operators  of  United  States  documented  vessels  if 

12  the    Maritime    Security   Fleet    program    is    discon- 

13  tinued;  and 

14  (5)  any  other  issues  related  to  promoting  the 

15  international  competitiveness  of  United  States  docu- 

16  mented  vessels  that  the  Secretary  considers  appro- 

17  priate. 

18  (b)  Report. — The  Secretary  of  Transportation  shall 

19  submit  to  the  Congress  a  report  on  the  findings  and  con- 

20  elusions  of  the  study  required  by  subsection  (a)  by  not 

21  later  than  4  years  after  the  date  of  enactment  of  this  Act, 

22  which  shall  include  such  recommendations  as  the  Sec- 

23  retary  considers  appropriate. 

o 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

On  behalf  of  America's  major  maritime  unions  representing 
licensed  and  unlicensed  shipboard  personnel,  we  are  extremely 
pleased  to  express  our  enthusiastic  support  for  HR  2151  and  HR 
2152.   These  proposals,  the  Maritime  Security  and  Competitiveness 
Act  of  1993  and  the  Merchant  Marine  Investment  Act  of  1993,  are 
critically  important  to  the  men  and  women  of  the  United  States-flag 
merchant  marine  as  well  as  to  our  colleagues  in  the  shipbuilding 
labor  unions.   They  offer  a  significant  and  long-overdue  opportunity 
to  begin  to  put  in  place  the  regulatory  and  statutory  framework 
necessary  to  the  survival  and  growth  of  our  industry. 

At  the  outset,  we  want  to  convey  our  appreciation  to  you,  Mr. 
Chairman,  to  Chairman  Studds,  Congressmen  Fields  and  Bateman  and  the 
other  Members  of  the  Merchant  Marine  and  Fisheries  Committee  for 
cosponsoring  these  proposals.   We  thank  you  for  the  commitment  you 
are  showing  in  proceeding  with  the  immediate  consideration  of 
maritime  policy  revitalization  legislation. 

At  the  same  time,  we  share  your  disappointment  that  the 
Administration  has  decided  not  to  participate  at  this  time  in  this 
process,  despite  the  clear  commitment  and  forceful  effort  by 
Secretary  of  Transportation  Federico  Pena.   We  believe  unequivocally 
that  even  though  certain  individuals  within  the  Administration 
disagreed  with  and  overruled  Secretary  Pena,  his  decision  that 
immediate  and  corrective  action  for  our  industry  is  necessary  was 
and  still  is  the  correct  decision.   Thanks  to  the  leadership  on  this 
Committee,  Congress  now  has  the  opportunity  to  demonstrate  that  it 
is  prepared  to  step  forward  to  preserve  and  create  jobs  for  American 
seafaring  and  shipbuilding  workers,  to  increase  the  competitiveness 
of  United  States-flag  commercial  vessels,  to  facilitate  the  movement 
of  cargoes  on  United  States-flag  ships  in  and  out  of  our  country, 
and  to  preserve  a  vital  defense  capability  for  our  nation. 
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We  and  the  members  of  our  Unions  are  totally  committed  to 
working  with  you  to  succeed  in  this  effort.   As  representatives  of 
American  merchant  mariners  we  cannot  and  will  not  accept  the 
proposition  that  our  country  is  better  served  by  a  maritime  policy 
predicated  on  the  use  of  foreign  flag  and  foreign  manned  ships.   We 
remain  convinced  that  only  vessels  manned  by  United  States  citizens 
and  operated  under  the  United  States-flag  offer  the  reliable  service 
essential  to  our  commercial  and  defense  interests. 

We  would  like  to  comment  on  some  of  the  specific  provisions 
contained  in  HR  2151  and  HR  2152. 

We  are  especially  pleased  these  bills,  taken  together,  will 
help  American  operators  acquire  additional  and  replacement  vessels 
for  operation  under  the  United  States  flag  without  sacrificing 
American  shipbuilding  jobs.   Allowing  the  depreciation  of  United 
States-flag  vessels  over  three  years  rather  than  the  current  ten 
years,  and  retaining  the  requirement  that  capital  construction  fund 
withdrawals  may  only  be  used  for  vessel  construction  in  the  United 
States  recognize  the  legitimate  needs  of  both  the  operating  and 
shipbuilding  industries.   Language  which  precludes  vessels  built  in 
subsidized  foreign  yards  from  participating  in  the  maritime  security 
fleet  program  will,  we  hope,  encourage  foreign  governments  to  work 
with  the  United  States  to  eliminate  unfair  and  discriminatory 
shipbuilding  practices.   Otherwise,  this  provision  will  only 
exacerbate  the  competitive  problem  facing  the  U.S. -flag  fleet  as 
foreign  flag  operators  remain  able  to  use  ships  built  with  foreign 
subsidy  to  carry  our  cargo  and  compete  with  our  fleet. 

We  also  support  various  provisions  contained  in  the 
legislation  that  amend  or  eliminate  regulatory  constraints  to 
efficient  and  economical  United  States-flag  vessel  operations.   For 
example,  the  end  of  essential  trade  route  requirements  will  give 
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vessel  operators  greater  flexibility  to  respond  quickly  and 
effectively  to  changing  trade  patterns  and  cargo  movements. 
Similarly,  the  repeal  of  the  so-called  three-year  rule  for  the 
carriage  of  liner  preference  cargoes  should  help  reduce  costs  to  the 
vessel  operator  and  ultimately  to  the  Federal  government  through  an 
improved  cargo  preference  program. 

We  are  very  appreciative  that  HR  2151  reestablishes  the 
importance  of  considering  maritime  employment  in  proceedings  under 
the  Merchant  Marine  Act  of  1936,  as  amended.   This  is  a  much 
warranted  and  long  overdue  reinstatement.   Presently,  there  is  no 
requirement  that  the  impact  on  seafaring  jobs  be  considered  when  the 
Maritime  Administration  and  the  Secretary  of  Transportation  take 
action  on  an  application,  although  the  economic  interests  of  the 
operator  applicant  and  the  economic  impact  on  other  operators  are 
considered.   As  a  matter  of  equity,  and  in  order  to  protect  the 
irreplaceable  American  manpower  pool  of  skilled  maritime  workers, 
this  provision  should  be  retained. 

Finally,  Mr.  Chairman,  we  wish  to  comment  on  the  maritime 
security  fleet  payment  program.   Clearly,  we  agree  that  our  industry 
must  have  the  full  support  of  the  United  States  government  if  it  is 
to  survive  and  grow.   In  fact,  our  industry's  fate  is  directly  tied 
to  the  cooperative  relationship  among  labor,  management  and 
government.   The  creation  of  the  maritime  security  fleet  program  as 
proposed  in  HR  2151  represents  a  significant  attempt  to  keep  the 
government  as  a  partner  with  the  maritime  industry  after  the 
expiration  of  the  current  operating  differential  subsidy  contracts. 

We  agree  that  a  ten-year  program  is  the  minimum  necessary  to 
achieve  the  legislation's  intended  objective.   It  represents  the 
minimum  amount  of  time  required  to  enable  operators  to  function  in  a 
climate  characterized  by  stability  instead  of  uncertainty,  and  it  is 
long  enough  to  attract  the  interest  of  the  financial  community  in 
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investing  in  our  industry.   To  this  end,  making  the  operating 
agreements  a  binding  obligation  of  the  Government,  similar  to  the 
status  of  operating  differential  subsidy  contracts,  is  critical  if 
the  industry  is  going  to  be  able  to  make  long-term  plans,  including 
contracting  for  the  construction  of  vessels  for  operation  under  the 
United  States  flag. 

We  believe  that  the  maritime  fleet  security  program  is 
necessary  in  recognition  that  the  United  States  has  higher  health, 
safety  and  employment  standards  than  other  countries.   As  a  result. 
United  States-flag  vessels  cannot  realistically  be  expected  to  match 
any  foreign  operator's  costs  on  a  dollar-for-dollar  basis.   Instead, 
American  operators  need  the  direct  assistance  of  the  United  States 
government  to  help  offset  the  cost  advantages  enjoyed  by  foreign 
vessel  operators  who  do  not  have  to  meet  or  comply  with  standards  or 
requirements  comparable  to  those  imposed  on  United  States- flag 
vessel  operations.   HR  2151  is  clearly  a  step  in  the  right  direction 
for  American  flag  operators  and  we  pledge  to  do  everything  in  our 
power  to  fight  for  the  enactment  of  a  bill  which  recognizes  these 
differences,  levels  the  playing  field  between  U.S.  and  foreign  flag 
operations  and  which  truly  enables  American  carriers  to  maintain  and 
expand  their  United  States  flag  fleets. 

While  we  understand  and  agree  that  amendments  to  further 
achieve  the  goals  and  objectives  of  HR  2151  and  HR  2152  will  and 
should  be  considered,  we  want  to  strongly  emphasize  that 
notwithstanding  fine-tuning  it  is  an  absolute  necessity  that  HR  2151 
and  HR  2152  begin  to  move  now  and  continue  to  move  through  the 
legislative  process. 

For  too  long  the  individual  worker  has  been  the  forgotten 
component  of  national  economic  planning.   Far  too  often, 
governmental  policies  have  sacrificed  American  jobs  and  American 
workers  and  decisions  are  made  with  little  or  no  consideration  of 


91 


-5- 


the  impact  on  the  individual  and  his  family  and  community.   We  are 
expected  to  believe  that  somehow,  if  our  country  sacrifices  an 
industry  and  its  workforce  our  economy  will  benefit.   The  maritime 
workforce  is  American  taxpayers  and  consumers  who,  through  their 
personal  income,  contribute  to  the  growth  of  the  economy.   Yet 
somehow  the  so-called  experts  are  able  to  conveniently  ignore  the 
fact  that  income  earned  means  money  spent;  that  American  maritime 
workers  buy  clothing,  hardware  and  durable  goods;  buy  or  lease 
automobiles  and  purchase  or  rent  homes;  and  put  the  money  they  earn 
back  into  the  economy  to  support  other  U.S.  citizens  in  the 
manufacturing,  agricultural  and  service  sectors.   Every  dollar  they 
contribute  to  our  economy  is  lost  when  we  ship  foreign,  rather  than 
American. 

In  fact,  the  United  States-flag  fleet  represents  countless 
dollars,  directly  and  indirectly,  in  personal  incomes  and  tax 
revenues  not  just  among  those  who  work  aboard  American  ships  and 
reside  in  coastal  states  but  in  our  nation's  interior  states  as 
well.   These  states,  which  are  often  times  home  to  seagoing 
personnel,  provide  goods  and  services  required  by  American  shipping 
companies,  provide  the  employees  who  work  shoreside  for  vessel 
operators,  and  produce  the  products  purchased  by  the  maritime 
workforce. 

The  key  to  all  this,  of  course,  is  the  wage  earner.   As  long 
as  individuals  have  jobs,  they  are  able  to  contribute  positively  to 
the  national  economy  instead  of  becoming  dependent  on  the  government 
and  other  taxpayers  for  support  for  themselves  and  their  families. 
Congress  must  not  allow  the  so-called  experts  to  forget  that  each 
worker  and  each  job  is  important  and  the  loss  of  a  job  is  more  than 
a  number  and  a  statistic.   It  has  a  debilitating  effect  on  the 
individual  and  his  family,  ultimately  on  his  community  and 
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eventually  on  the  economy  as  a  whole  as  there  are  fewer  and  fewer 
people  able  to  pay  taxes,  to  purchase  goods  and  services,  to  make 
mortgage  payments  and  to  lead  productive  lives. 

The  attitude  among  individuals  entrusted  by  the  American 
people  with  positions  of  responsibility  within  the  government  that 
the  American  worker  is  no  longer  important  and  that  our  military  and 
economic  security  should  be  turned  over  to  foreign  shipping 
interests  must  be  changed  and  must  be  changed  now.   We  believe  it  is 
time  for  the  Federal  government  to  concentrate  on  the  domestic 
economy  and  to  encourage  investment  in  United  States  companies  which 
utilize  United  States-flag  vessels,  employ  American  workers  and  pay 
United  States  taxes. 

It  is  time  to  proceed  with  HR  2151  and  HR  2152  in  order  to 
develop  the  programs  which  spur  the  growth  of  an  American  flag 
fleet,  not  an  American  owned,  foreign  flag  fleet. 

The  reality  of  inaction  is  painfully  clear:   America's 
privately-owned  merchant  fleet  continues  its  slide  to  virtual 
extinction  and  thousands  of  Americans  will  lose  their  jobs.   The 
consequences  of  inaction  are  equally  clear  and  equally  disturbing. 
First,  our  nation  will  become  more  and  more  vulnerable  economically, 
strategically  and  militarily.   We  will  as  a  nation  find  ourselves 
without  the  merchant  marine  Theodore  Roosevelt  said  "is 
indispensable  to  the  spread  of  our  trade  in  peace  and  the  defense  of 
our  flag. " 

Secondly,  inaction  will  mean  that  the  seafaring  and 
shipbuilding  skills  that  contributed  to  and  were  a  great  part  of 
America's  development  as  a  trading  nation  and  a  world  power  will  be 
lost  forever. 
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Thirdly,  since  no  nation  throughout  history  has  ever  achieved 
or  maintained  greatness  without  a  strong  and  viable  commercial 
shipping  capability,  America  will  become  a  second-rate  military  and 
trading  nation. 

As  we  stated,  we  are  disappointed  that  those  individuals  in 
the  Administration  responsible  for  implementing  President  Clinton's 
commitment  to  preserve  and  create  skilled  jobs  for  American  workers 
did  not  recognize  the  contribution  the  maritime  industry  can  make  to 
this  effort.   We  are  disappointed  that  many  in  government  still  do 
not  understand  that  in  return  for  the  government's  support,  our 
industry  will  remain  able  to  provide  a  cadre  of  men  and  women,  and  a 
fleet  of  U.S. -flagged  vessels,  that  will  contribute  to  the  economic 
well-being  of  our  country  and  will  be  ever-ready  to  defend  our 
country.   We  are  disappointed  that  they  do  not  understand  that 
American  maritime  jobs  are  too  important  to  lose  and  that  our 
industry  is  vital  to  our  national  economy  and  our  international 
competitiveness . 

Above  all  else,  we  are  disappointed  to  learn  that  there  are 
individuals  within  the  government  who  reportedly  believe  the  United 
States-flag  merchant  marine  is  no  longer  needed  or  necessary.   To 
say  this  conclusion  does  a  tremendous  disservice  to  the  merchant 
mariners  who  have  throughout  our  history  given  their  lives  in 
service  to  our  country  is  a  gross  understatement.   And,  in  fact, 
this  conclusion  contradicts  the  conclusion  reached  by  virtually 
every  American  President  and  military  leader. 

Following  World  War  II,  General  Dwight  Eisenhower  praised  the 
service  of  the  merchant  marine.   He  stated  that,  "We  count  upon 
their  efficiency  and  their  utter  devotion  to  duty  as  we  do  our  own; 
they  have  never  failed  us  yet  and  in  all  the  struggles  yet  to  come 
we  know  they  will  never  be  deterred  by  danger,  hardships  or 
privation. " 
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Vice  Admiral  Thomas  Hughes,  Deputy  Chief  of  Naval  Operations, 
told  this  Subcommittee  seven  years  ago  that,  "A  strong  U.S.  flag 
merchant  marine  is  absolutely  essential  to  our  forward  collective 
defense,  the  national  military  strategy  of  the  United  States.   It  is 
a  critical  component  of  the  force  structure  required  to  carry  out 
our  basic  military  planning  for  both  limited  and  general  war." 

In  1986,  Admiral  William  J.  Crowe,  then  Chairman  of  the  Joint 
Chiefs  of  Staff,  stated  that,  "The  decline  in  size  and  capacity  of 
the  U.S.  merchant  marine  has  been  a  major  concern  of  DOD  national 
security  planners.   However,  even  in  its  presently  diminished  state, 
it  remains  an  integral  element  of  our  preparedness  for  war  and 
critical  pillar  of  deterrence."   Significantly,  Admiral  Crowe  went 
on  to  note  that,  "In  this  era  of  constrained  resources,  if  there 
were  no  U.S. -flag  merchant  marine,  it  would  have  to  be  replaced  by  a 
Government-owned  and  operated  sealift  fleet  --  at  considerable 
additional  expense  to  acquire  and  operate." 

Admiral  Crowe's  conclusion,  valid  then,  is  in  our  opinion  even 
more  valid  today.   The  question  is  not  whether  our  country  pays  for 
the  surge  and  sustainment  capability  we  must  have  but  what  type  of 
program  offers  the  government  the  best  return  on  its  investment.   We 
believe  the  answer  is  simple.   It  will  be,  as  Admiral  Crowe  stated 
in  1986,  less  expensive  to  the  government  and  more  beneficial  to  the 
country  as  a  whole  to  support  the  United  States-flag  merchant  marine 
than  it  will  be  to  build  and  maintain  a  government  owned  fleet. 

And  just  last  week,  as  National  Maritime  Day  was  celebrated  in 
our  nation's  capital.  General  Ronald  Fogleman,  USAF,  Commander-in 
Chief,  United  States  Transportation  Command,  stated  that,  "The 
proliferation  of  high  tech  weaponry  combined  with  age-old  causes  of 
conflict  still  require  America  to  maintain  a  strong  and  responsive 
military  force."   Significantly,  General  Fogleman  noted  that  the 
United  States  Transportation  Command  "has  found  America's  merchant 
mariners  always  ready  to  answer  the  call"  and  that  "historically. 
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the  US  merchant  marine  is  our  fourth  arm  of  defense  .  .  .  the 
logistics  lifeline  to  our  troops  overseas." 

The  point,  Mr.  Chairman,  is  that  there  are  those  in  the 
Administration  who  have  chosen  to  ignore  the  crucial  role  played  by 
our  industry  in  every  conflict,  up  to  and  including  Operation  Desert 
Storm.   They  have  for  whatever  misguided  and  shortsighted  reasons 
chosen  to  discard  more  than  200  years  of  history  and  experience  and 
to  place  the  future  economic  and  military  security  of  our  nation  at 
risk.   We  can  not  and  must  not  allow  them  to  prevail  and  thanks  to 
the  leadership  of  the  Committee,  the  national  interest  will  be 
advanced  and  protected  through  the  consideration  of  HR  2151  and 
HR  2152. 

American  flag  vessel  operators  have  stated  repeatedly  that 
without  corrective  legislative  action,  they  will  seek  authority  to 
transfer  their  vessels  to  foreign  flags.   Unless  action  is  taken  to 
enable  American  flag  operators  to  compete  more  effectively  with 
foreign  vessels,  they  will  be  forced  to  pursue  this  alternative. 
Our  government  must  recognize  that  American  flag  vessels  do  not 
operate  in  a  vacuum;  that  American  vessel  operators  do  not  set  the 
rules  applicable  to  international  shipping  but  instead  must  have  the 
wherewithal  to  respond  to  various  foreign  incentives  and  practices. 
Unless  the  United  States  acts  to  minimize  the  current  economic 
disadvantages  facing  American  vessel  operators,  our  fleet  and  our 
jobs  will  disappear. 

We  call  on  all  Members  of  Congress  concerned  about  American 
jobs,  our  country's  ability  to  defend  itself,  and  America's  ability 
to  compete  in  the  international  marketplace  to  lend  their  names  and 
their  full,  active  and  vocal  support  to  HR  2151  and  HR  2152.   The 
time  for  action  is  now.   The  time  to  decide  whether  our  country  will 
have  a  United  States-flag  merchant  marine  is  now.   The  time  to  tell 
America's  maritime  labor  force  whether  they  will  have  jobs  is  now. 

We  thank  this  Committee  for  its  leadership  and  support. 
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JOINT  STATEMENT  OF 

AMERICAN  PRESIDENT  COMPANIES,  CENTRAL  GULF  LINES, 

CROWLEY  MARITIME  CORPORATION,  CSX  CORPORATION/SEA-LAND 

SERVICE,  FARRELL  LINES,  LYKES  BROTHERS  STEAMSHIP  COMPANY, 

MATSON  NAVIGATION  COMPANY,  TOTEM  RESOURCES, 

AND  WATERMAN  STEAMSHD?  COMPANY 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  are  pleased  to  appear  before  the  Subcommittee  today  to  urge  enactment,  in  this 
session  of  Congress,  of  long  overdue  legislation  to  revitalize  the  United  States-flag  liner  fleet. 

At  the  outset,  let  us  express  our  appreciation  for  the  efforts  made  in  the  last  few  weeks 
by  the  bipartisan  leadership  of  the  Committee  on  Merchant  Marine  and  Fisheries  and  of  this 
Subcommittee--  Chairman  Studds,  Chairman  Lipinski,  and  Representatives  Fields  and  Bateman. 
They  and  other  Members  of  Congress  have  commendably  set  the  stage  for  this  hearing  by 
introducing  or  cosponsoring  new  maritime  reform  legislation,  H.R.  2151  and  H.R.  2152. 

We  (the  companies  represented  by  this  joint  statement)  are  hopeful  that  these  bills  will 
prove  to  be  ~  at  last  ~  the  basis  for  developing  legislation  that  is  essential  if  our  nation's  future 
is  to  include  companies  operating  substantial  numbers  of  U.S. -flag  liner  vessels  competing  in 
international  commerce  with  foreign-flag  operators. 

We  are  especially  grateful  to  the  bipartisan  leadership  of  the  Committee  for  taking  such 
prompt  action  in  light  of  Executive  Branch  developments  which  preceded  the  introduction  of 
these  bills.   That  background  is  well  known,  but  worth  repeating  here. 

Approximately  two  weeks  ago,  the  Administration  decided  that  it  would  not  propose 
legislation  or  budget  authority  to  support  revitalization  of  our  nation's  merchant  marine. 
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Effective  reform  of  this  industry  is  not  possible  without  funding  to  support  a  program.  We  must 
interpret  this  decision  as  a  "no"  answer  by  the  Administration  to  the  question  of  whether  our 
nation  should  have  a  United  States-flag  merchant  marine  serving  international  liner  commerce. 

This  decision  was  simply  wrong.  It  should  not  be  allowed  to  stand  as  the  final  word  of 
our  Government. 

Fortunately,  this  Committee's  leadership  has  responded  immediately  -  by  proposing 
legislation  and  by  calling  this  hearing.  These  are  the  first  two  steps  that  must  be  taken  in  order 
for  us  to  complete  the  journey  to  enactment  of  new,  effective  legislation  in  a  very  short  time. 

And,  as  this  Committee  knows,  it  is  a  journey  that  is  essential.  However,  so  that  the 
record  is  clear,  let  us  begin  this  morning  by  briefly  recounting  some  of  the  reasons  why 
legislation  to  revitalize  the  U.S. -flag  liner  fleet  is  needed  and  would  well  serve  the  nation. 

The  Need  for  Reform:    Difficulties  Competing  Under  the  U.S.-Flag 

Not  too  many  years  ago,  the  carriers  participating  in  this  statement  were  only  a  few 
among  many  liner  carriers  operating  under  United  States  flag.  Now  we  are  virtually  all  that  are 
left.  Other  companies  have  not  been  able  to  withstand  the  increasingly  intense  foreign-flag 
competition,  in  no  small  part  because  of  our  Government's  policies. 

But  we  are  competitors,  Mr.  Chairman.  We  are  still  here.  However,  by  being  here  we 
have  managed  to  buck  the  odds  because,  as  U.S. -flag  carriers,  we  are  not  able  to  operate  on  a 
level  playing  field  with  our  foreign-flag  competitors.  There  are  several  key  areas  of  difference 
between  our  collective  costs  and  those  of  our  foreign  competitors.  The  cost  to  operate  and  build 
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our  ships,  the  cost  of  regulatory  standards  for  those  ships,  and  the  tax  burden  in  the  United 
States.    We  are  at  a  disadvantage  in  all  of  these  areas.    Let  us  explore  them  briefly. 
Operating  and  Capital  Costs 

A  tremendous  advantage  of  U.S. -flag  vessels  to  the  nation  is  that  they  employ  U.S. 
citizens  as  their  crews.  U.S.  citizen  crews  enable  our  government  to  depend  upon  the  U.S. -flag 
merchant  marine  for  delivery  of  supplies  to  support  the  U.S.  military  under  emergency 
circumstances  where  foreign  citizens  might  not.  They  form  the  pool  of  seafarers  which  is  used 
to  crew  the  approximately  115  ship  Ready  Reserve  Fleet  in  times  of  emergency.  Chairman 
Studds  has  noted,  however,  that  U.S.  citizen  crews  simply  cannot  be  paid  third  world 
compensation. 

Yet  our  U.S. -flag  liner  vessels  are  in  competition  with  vessels  that  have  far  lower 
operating  costs.  The  operating  differential  subsidy  (ODS)  contracts  of  subsidized  U.S. -flag 
carriers  provide  some  parity  against  low  wage  competition,  but  those  contracts  expire  in  a  few 
years.    For  the  unsubsidized  carriers,  it  is  a  problem  right  now. 

Vessel  capital  costs,  as  well,  are  a  critical  issue  in  ensuring  the  international 
competitiveness  of  the  U.S. -flag  liner  fleet.  Vessels  are  a  major  portion  of  any  liner  company's 
investment.  Any  restrictions  on  the  ability  to  acquire  market  priced  vessels  puts  a  carrier  at  a 
tremendous  disadvantage  to  its  competitors.  Yet  today's  ODS  program  denies  subsidized 
carriers  the  opportunity  to  purchase  ships,  for  use  in  the  program,  other  than  those  built  in  the 
United  States.  U.S. -flag  ODS  carriers  ~  which  receive  operating  subsidies  so  that  they  can  be 
more  competitive  -  cannot  be  competitive  because  they  cannot  replace  their  ships  at  market 
prices  unless  they  give  up  ODS  on  the  new  ships.   Unsubsidized  U.S. -flag  carriers  can  purchase 
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ships  at  world  rates,  but  are  at  an  operating  cost  disadvantage.  In  addition,  both  subsidized  and 
unsubsidized  carriers  are  discouraged  from  investing  in  competitively  priced  vessels  by  the  rule 
which  restricts  carriage  of  preference  cargo  to  U.S.  built  vessels  unless  they  have  been  under 
U.S.  flag  for  three  years.  So,  the  current  system  of  "promotional"  laws  leaves  both  subsidized 
and  unsubsidized  U.S. -flag  carriers  at  a  competitive  disadvantage  to  their  foreign-flag 
competitors.  The  U.S. -flag  carrier  can't  win  either  way.  This  situation  is  driving  investment 
away  from  U.S.  registry.  Change  is  clearly  and  urgently  needed. 
Vessel  Standards 

Let  us  also  briefly  mention  here  our  continuing  concern  that  a  significant  number  of  U.S. 
Coast  Guard  regulations  impose  higher  costs  on  U.S. -flag  vessels  than  our  laws  impose  on 
foreign-flag  vessels.  Those  differences  increase  the  cost  of  building  new  vessels  for  the  U.S.- 
flag  (whether  in  a  U.S.  or  foreign  shipyard)  and  also  increase  the  costs  of  operating  and 
maintaining  the  vessel  under  U.S. -flag.  We  know  that  these  regulatory  differences  from 
international  standards  do  not  contribute  to  safety.  Indeed,  as  a  result  of  international 
agreements,  our  nation  accepts  as  safe  foreign-flag  vessels  which  meet  international  standards 
and  which  compete  with  our  vessels. 

We  are  currently  discussing  this  matter  with  the  Coast  Guard  in  hopes  of  an 
administrative  solution  which  would  bring  U.S.  costs  into  line  with  foreign-flag  competition. 
APL  and  Sea-Land  began  that  dialogue  with  the  agency  in  March  of  1992.  While  discussions 
continue  we  remain  at  a  competitive  disadvantage  in  this  area,  costing  us  precious  capital  and 
discouraging  the  use  of  any  vessel  under  the  U.S.  flag.   While  we  do  not  want  to  dwell  on  the 
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vessel  standards  issue  at  this  time,  the  continuing  existence  of  this  problem  gives  further  urgency 

to  the  need  for  action  on  promotional  and  tax  legislation. 

The  Tax  Gap  (And  How  H.R.  2152  Commendably  Would  Narrow  It) 

U.S. -flag  liner  companies  are  subject  to  significantly  higher  taxes  than  their  foreign 
counterparts.  Attached  to  this  testimony  as  Appendix  1  is  a  comparison  chart  showing  the 
consequences  of  the  tax  regimes  of  five  different  countries  on  their  vessel  operators.  The  chart, 
developed  last  year  by  APL  and  Sea-Land,  applies  the  same  set  of  assumptions  to  each  of  the 
different  flag  operators.  It  is  clear  that  as  a  result  of  shipping  income  tax  exemptions,  deferral 
devices,  and  accelerated  depreciation,  our  foreign-flag  competitors  pay  virtually  no  taxes.  Yet 
here  at  home,  even  in  our  unprofitable  years,  we  are  subject  to  the  Alternative  Minimum  Tax. 
And  the  potentially  helpful  tax  program  U.S. -flag  carriers  do  have,  the  Capital  Construction 
Fund  (CCF),  has  diminished  in  value.  Consequently,  today,  U.S. -flag  operators  have  to 
generate  more  revenue  in  the  marketplace  than  their  competitors  in  order  to  earn  the  same 
amount  for  reinvestment  in  the  business  or  distribution  to  shareholders.  That  is  a  very,  very 
large  competitive  disadvantage. 

Against  that  background,  we  support  the  purpose  of  H.R.  2152,  the  proposed  "Merchant 
Marine  Investment  Act  of  1993"  introduced  by  Chairman  Studds,  Chairman  Lipinski, 
Representatives  Fields  and  Bateman,  and  many  others. 

Enactment  of  this  bill  would  provide  important  progress  in  eliminating  the  huge  tax  gap 
between  U.S. -flag  and  foreign-flag  vessel  operators.  Particularly  noteworthy  are  the  accelerated 
depreciation  provision,  the  removal  of  CCF  deposits  from  the  computation  of  the  alternative 
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minimum  tax,  and  the  modernization  of  the  CCF  by  allowing  it  to  be  used  for  certain  lease 
transactions. 

H.R.  2152,  however,  is  not  our  ideal  maritime  tax  bill  by  any  means.  We  have  in  the 
past  asked  that  we  be  allowed  to  use  CCF  funds  for  purchase  of  ships  built  at  world  market 
prices,  wherever  built,  and  still  believe  that  would  be  a  very  good  and  important  change.  We 
also  continue  to  support  elimination  of  the  50%  duty  paid  by  U.S. -flag  vessels  on  repairs  made 
overseas.  This  is  a  handicap  our  foreign-flag  competitors  do  not  face.  We  emphasize  that  the 
bill  includes  clearly  positive  features  and  we  hope  that  it  will  be  changed  so  as  to  give  us  full 
parity  with  our  foreign  competitors.  We  urge  the  Committee  to  move  forward  with  it;  we  intend 
to  do  what  we  can  to  help  the  Committee  move  the  bill  through  other  Committees  and  the 
Congress  as  a  whole. 
Decline  of  Military  Preference  Cargo 

We  also  note  here  that,  with  the  dissolution  of  the  Soviet  Union,  the  volume  of  military 
preference  cargoes  available  to  U.S. -flag  carriers  is  rapidly  declining.  While  that  cargo  is 
carried  at  competitive  rates,  it  had  provided  a  cargo  base  for  U.S. -flag  carriers  which  was 
helpful,  but  is  unlikely  to  be  very  significant  in  the  future.  We  have  attached  as  Appendix  2  a 
chart  estimating  the  rapid  decline  in  these  cargoes. 

In  short,  Mr.  Chairman,  U.S. -flag  liner  carriers  are  between  a  rock  and  a  very  hard 
place.  The  problems  are  there,  they  are  very  significant,  and  they  are  in  large  part  caused  by 
the  Government's  laws.  To  date,  however,  no  solutions  have  been  forthcoming  from  our 
Government. 
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As  a  result,  for  years  now  the  U.S. -flag  liner  industry  has  shrunk  --  because  new 
investments  in  U.S. -flag  assets  generally  cannot  pass  the  sound  business  criteria  which  we  --  and 
the  banking  and  investment  community .--  apply  before  choosing  to  invest  in  this  business. 
Without  legislation  which  constitutes  a  clear  and  full  response  to  the  competitive  problems  which 
we  have  outlined  -  and  gives  U.S. -flag  operations  a  fair  chance  to  compete  -  the  decline  in  the 
U.S.  flag  fleet  can  only  continue,  as  individual  companies  decide  how  to  respond  to  this 
unsatisfactory  competitive  situation. 

The  Benefits  of  a  U.S. -Flag  Liner  Fleet 

A  United  States  flag  liner  fleet  benefits  both  our  economy  and  our  national  defense. 
Accordingly,  our  Government  should  promptly  take  the  steps  required  to  revitalize  the  U.S. -flag 
liner  fleet. 

On  the  defense  side,  the  advantages  of  maintaining  a  U.S. -flag  merchant  marine  are 
clear.  The  overwhelming  logistics  feat  of  Operations  Desert  Shield  and  Desert  Storm 
demonstrated  yet  again  that  the  Pentagon  needs  a  U.S.  merchant  fleet  for  times  of  national 
emergency.  That  was  a  situation  in  which  the  United  States  enjoyed  broad  international  support. 
Eighty-one  percent  of  the  dry  cargo  moved  to  the  Persian  Gulf  moved  on  U.S. -flag  vessels. 
U.S. -flag  liner  carriers  transported  about  30%  of  all  dry  cargo  to  the  Persian  Gulf  --  almost 
80,000  TEUs  plus  significant  cargo  moved  on  break  bulk  and  LASH  barge  vessels.  In  addition, 
U.S. -flag  liner  carrier  charters  carried  another  14%  of  the  dry  cargo  total.  U.S. -flag  liner 
carriers  diverted  assets  from  commercial  service  to  ensure  that,  whenever  needed,  the  military's 
priorities  were  fulfilled.  They  demonstrated  to  the  world  how  military  supplies  could  be  moved 
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effectively  by  commercial  vessels.  In  response  to  the  Defense  Department's  request,  they 
provided,  well  beyond  U.S. -flag  ships,  a  complete  intermodal  shipping  system,  including 
experienced  management  teams,  state-of-the-art  port  facilities,  logistics  and  information  services, 
containers  and  equipment.  In  addition,  the  recent  "Team  Spirit"  exercise  has  made  ever  clearer 
that  U.S. -flag  liner  carriers  can  move  combat  support  equipment  for  the  military. 

It  is  important  to  remember  that  this  fleet  of  liner  ships,  the  complementary  intermodal 
network,  already  in  place  and  ready  around  the  globe,  and  the  large  man  power  pool  which  the 
companies  support,  as  well  as  the  rest  of  the  companies'  distribution  and  logistics  systems,  are 
maintained  and  kept  modern  and  readily  available  at  the  expense  of  the  private  sector.  For  the 
taxpayer  this  is  immeasurably  less  expensive  than  having  the  government  acquire  and  maintain 
in  standby  similar  assets  of  its  own  —  not  even  factoring  in  the  problems  and  cost  of  finding 
crews  and  administrating  such  nationalized  vessels. 

Moreover,  it  was  only  the  existence  of  an  active  commercial  fleet  that  ensured  a 
sufficient  seafarer  pool  to  crew  the  RRF  vessels.  We  also  want  to  proudly  point  out  that 
American  seafarers  readily  obeyed  whatever  order  was  given  to  support  U.S.  Forces.  During 
the  Gulf  War,  there  were  incidents  where  some  foreign-flag  crews  balked  at  bringing  their  ships 
and  cargoes  into  the  Persian  Gulf  despite  the  overwhelming  support  for  that  mission. 

So  we  continue  to  believe  that  a  promotional  program  does  far  more  than  compensate 
carriers  for  higher  costs:  it  represents  a  payment  by  the  Government  for  a  real  service  -  the 
availability  of  vessels  with  crews  in  times  of  emergency  and  at  far  less  cost  than  maintaining  that 
capability  by  a  military  logistic  force  or  a  standby  reserve. 
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The  economic  benefits  of  a  U.S. -flag  liner  fleet  are  also  clear.  For  example,  U.S. -flag 
vessels  protect  America  from  having  its  peacetime  commerce  become  fully  captive  to  foreign 
shipping.  The  presence  of  U.S. -flag  vessels  on  our  major  commercial  trades  ensures  that  the 
delivered  price  of  American  exports  and  imports  is  not  unilaterally  determined  by  foreign 
carriers,  which  in  many  instances  are  affiliated  with  foreign  producers  or  consumers  or  their 
own  governments. 

Finally,  Mr.  Chairman,  the  use  of  U.S. -flag  commercial  ships,  rather  than  foreign-flag 
vessels,  reduces  the  U.S.  deficit  in  foreign  trade  accounts,  employs  thousands  of  Americans  at 
sea  and  in  company  headquarters,  and  returns  tax  payments  to  the  Treasury.  Those  are 
important  benefits. 

Content  of  Promotional  Legislation 

We  firmly  believe  that  promotional  legislation  must  be  enacted  with  great  speed,  this 
year,  in  order  to  secure  a  substantial  future  for  the  U.S. -flag  liner  fleet.  However,  we  do  not 
intend  to  comment  in  detail  today  on  specific  provisions  in  H.R.  2151.  We  recognize  that  the 
bill  was  developed  with  great  speed  -  and  properly  so  -  to  make  clear  immediately  to  the  public 
that  the  Administration's  erroneous  decision  would  not  be  accepted  by  the  Congress. 

Yet,  with  the  effort  we  know  the  Committee  intends  to  make,  this  bill  can  be  made  into 
the  law  that  is  needed  to  revitalize  the  U.S. -flag  liner  fleet. 

As  the  Committee  knows,  earlier  this  year  our  companies  reached  an  agreement  on  a 
fairly  specific,  five  page  proposal  to  revitalize  the  U.S. -flag  liner  fleet,  within  a  framework  of 
parity  among  those  now  subsidized  and  those  now  unsubsidized.   We  provided  that  proposal  to 
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the  Administration  and  to  the  Congress  and  have  modified  it  only  slightly  since  February.   For 

the  Committee's  reference,  we  have  attached  it  as  Appendix  3  to  this  testimony. 

While  we  are  not  without  flexibility,  and  want  to  work  closely  with  the  Committee,  that 

document  remains  our  basic  proposal  and  we  want  to  take  time  today  to  ensure  that  the 

Committee  appreciates  its  key  elements. 

1.         No  Restrictions  on  Acquisition  of  Ships  on  the  World  Market  for  Participation  in  a  New 
Promotional  Program 

There  is  no  more  important  principle  embodied  in  our  five  page  proposal  than  that  U.S.- 
flag  operators  must  have  access  to  vessels  priced  at  world  market  rates.  If  we  don't,  how  are 
we  to  compete? 

The  only  reason  that  this  common  sense  proposition  is  in  any  way  an  issue  is  that  there 
is  an  understandable  interest  in  Congress  —  and  by  us  when  it  is  commercially  feasible  —  in 
utilizing  United  States  shipyards. 

Very  unfortunately,  however,  the  fact  today  is  that  U.S.  shipyards  are  far  more  expensive 
than  those  overseas,  in  the  range  of  2-3  times  as  much.  So,  for  a  vessel  that  would  cost  $100 
million  overseas,  there  would  be  a  $100-$200  million  dollar  cost  disadvantage  to  obtaining  it 
from  a  United  States  shipyard. 

Thus,  we  appreciate  that  H.R.  2151  shows  some  recognition  of  the  competitive  climate 
we  face  by  allowing  the  possibility  that  vessels  participating  in  a  new  promotional  program  could 
be  purchased  overseas. 

There  is  one  important  restriction  on  that  authority,  however.  The  bill  would  generally 
prohibit  participation  in  the  new  operating  program  by  new  U.S. -flag  vessels  if  they  were  built 
in  foreign  "subsidized"  yards.  The  practical  effect  of  such  a  restriction  would  be  to  compel  U.S. 
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liner  operators  to  register  new  ships  under  foreign  flag.  That  would  defeat  the  purpose  of  the 
program.    Therefore,  we  must  ask  that  no  such  restriction  be  included  in  final  legislation. 

In  taking  this  position,  let  us  note  that,  as  U.S. -flag  liner  carriers,  we  are  keenly  aware 
of  the  need  for  a  solution  to  the  problem  U.S.  shipyards  face  due  to  foreign  government 
subsidies  of  foreign  shipbuilding.  Resolving  the  issue  through  international  negotiations  would 
be  the  best  alternative,  but  years  of  such  negotiations  have  not  produced  results. 

Chairman  Studds  indicated  he  would  introduce  shortly  a  third  maritime  reform  bill,  to 
address  problems  faced  by  U.S.  shipbuilders.  U.S. -flag  liner  carriers  are  hopeful  that  such 
legislation  would  address  the  foreign  government  shipbuilding  subsidy  problem  without 
handicapping  the  competitive  position  of  U.S. -flag  vessel  operators.  Sanctions  need  to  be 
directed  at  the  source  of  the  problem,  not  unilaterally  enforced  only  on  U.S. -flag  vessels.  Yet, 
as  introduced,  H.R.  2151  provides  that  a  program  intended  to  make  U.S. -flag  vessels 
internationally  competitive  will  keep  them  noncompetitive  because  only  U.S. -flag  carriers 
participating  in  the  program  are  singled  out  for  restrictions  on  where  they  can  acquire  vessels. 

If  U.S. -flag  liner  carriers  are  singled  out  for  restrictions,  the  practical  effect  will  be  to 
bar  modernization  and  renewal  of  the  U.S. -flag  fleet.  It  would  be  continuation,  albeit  in  a 
slightly  different  way,  of  the  12  year  old  bar  to  competitive  vessel  acquisition  which  has 
hampered  carriers  under  the  ODS  program.  If  this  is  done,  many  U.S. -flag  carriers  will  simply 
consider  themselves  to  have  been  forced  away  from  participating  in  a  program  intended  to  help 
them.  Instead  of  keeping  them  under  U.S. -flag,  it  will  drive  them  away.  So,  we  strongly  urge 
the  Congress  to  remove  any  such  restriction  from  a  new  promotional  program  and  deal  with 
shipyard  issues  separately. 
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2.    The  Importance  of  Definitiveness  in  Program  Eligibility  and  Participation 

We  strongly  urge  the  Committee  to  review  those  aspects  of  our  five  page  proposal  which 
were  designed  to  ensure  a  reasonable  opportunity  for  participation  in  a  new  program  by  current 
U.S. -flag  liner  operators.  There  is  diversity  within  the  liner  segment  of  the  U.S. -flag  industry  - 
-  some  carriers  are  subsidized,  some  are  unsubsidized,  some  have  fleets  of  different  ages,  and 
designed  to  serve  the  demand  of  different  markets  and  different  port  and  internal  transport 
infrastructures.  We  offered  a  proposal  that  we  continue  to  believe  is  balanced  by,  for  example, 
not  preferring  either  subsidized  or  unsubsidized  carriers,  and  by  creating  certainty  that  existing 
operators  would  be  able  to  be  in  the  program  with  all  of  their  vessels  which  met  enumerated 
criteria.    We  also  asked  for  a  program  of  "not  less  than"  110  liner  ships. 

The  1 10  ship  figure  is  a  target  number  and  can  be  adjusted.  What  is  essential  is  that  a 
new  program  be  more  clearly  defined  than  it  is  in  this  bill.  U.S. -flag  liner  carriers  need  to  have 
considerable  certainty  that  they  will  be  able  to  participate  in  a  real,  live  program  under  the  U.S.- 
flag. 

As  introduced,  the  bill  has  the  considerable  merit  of  not  having  a  ceiling  on  program 
size.  After  all,  why  not  try  to  have  growth  in  the  program,  which  would  only  occur  if  we  had 
to  face  the  wonderful  "problem"  of  successful  revitalization  of  the  industry!  However,  at  this 
point  the  bill  which  has  been  introduced  has  no  program  "floor,"  either. 

Carriers  are  looking  for  solutions  to  competitive  problems  —  solutions  they  can  see  with 
enough  certainty  so  that  they  can  plan  for  a  U.S. -flag  future.  At  this  point,  with  no  minimum 
program  size,  no  certainty  of  program  entry  for  any  carrier,  particularly  for  a  currently 
unsubsidized  carrier,  no  program  decisions  possible  until  late  1994,  and  no  possible  payments 
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under  the  new  program  until  late  1995,  we  are  not  aware  that  any  carrier  in  our  group  sees 
sufficient  definitiveness  in  the  first  cut  at  this  issue  taken  in  the  bill. 

Each  of  the  carriers  in  our  group  would  probably  amplify  on  this  point  in  different  ways 
and,  in  the  short  time  we  have  had  to  review  the  bill,  our  very  strong  preference  for  our  own 
proposal  is  the  only  alternative  we  can  offer  today. 

Before  moving  off  this  issue,  let  us  say  that  we  hope  the  Committee  will  understand  that 
our  rather  firm  views  on  this  important  issue  are  not  premised  on  a  naive  view  of  budget  politics 
in  Washington,  but  on  a  very  clear  view  of  the  international  competition.  For  example, 
COSCO,  the  government  owned  shipping  line  of  the  People's  Republic  of  China,  is  about  to  put 
eleven  brand  new  large  ships  into  service  which  were  financed  on  a  government  to  government 
basis  at  2%  interest  which  no  commercial  carrier  can  approach.  When  facing  that  kind  of  reality 
-right  now  -  it  is  all  but  impossible  to  justify  the  dedication  of  assets  to  the  U.S. -flag  on  the 
grounds  that  you  are  waiting  for  a  chance  to  learn  in  late  1994  that  you  may  be  accepted  to  get 
payments  in  late  1995.  The  competitive  battle  of  maritime  survival  is  taking  place  right  now, 
not  at  some  time  in  the  future. 

To  sum  up,  this  is  an  area  of  closely  interrelated  provisions  touching  on  vessel  eligibility,, 
certainty  of  admission  for  eligible  vessels,  and  a  critical  interest,. particularly  by  unsubsidized 
carriers,  in  receiving  payments  under  a  new  program  well  before  FY  1996.  While  these  are 
important  concerns,  we  remain  very  hopeful  that,  with  the  tremendous  energy  and  leadership 
shown  by  the  Committee,  a  viable  solution  can  be  reached  without  further  delay. 
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3.  Citizenship:  Sale  of  Program  Slots 

Two  issues  closely  related  to  the  need  for  program  definitiveness  are  citizenship  as  a 
criteria  for  program  eligibility  and  the  ability  to  transfer  program  slots  between  businesses.  At 
a  time  when  it  will  require  every  effort  by  all  concerned  to  achieve  promotional  legislation 
which  provides  current  U.S. -flag  liner  operators  with  a  truly  level  playing  field  for  foreign 
commerce  competition,  we  think  that  we  should  put  "first  things  first,"  decide  how  to  address 
the  needs  of  U.S.  citizens  in  the  liner  business,  and  not  expand  program  eligibility  to  include 
foreign  owned  entities,  even  as  last  in  line,  for  receipt  of  program  contracts. 

We  are  in  opposition  to  the  sale  of  program  slots,  and  a  particular  issue  raised  by  the 
current  bill  is  that  it  appears  to  allow  the  sale  of  program  eligibility  to  foreign  owned  entities. 
This  would  defeat  the  intent  of  the  bill's  provision  for  foreign  owned  entities  to  follow  existing 
U.S.  citizen  companies  for  program  eligibility. 

In  sum  and  substance,  we  are  opposed  to  subsidizing  our  foreign  competitors  in  any  form 
or  manner. 

4.  Payment  Levels 

Another  important  aspect  of  our  proposal  was  our  recommendation  that  a  new  program 
include  payments  of  $2.5  million  per  year  beginning  in  FY  1994  (plus  inflation)  per  vessel. 
H.R.  2151  proposes  $2.3  million  beginning  in  FY  1996,  declining  to  $2.1  in  subsequent  years. 
Because,  like  H.R.  2151,  our  proposal  uses  a  set  payment  schedule,  there  is  almost  certain  risk 
for  the  carrier  —  that  cost  differences  with  foreign  carriers  may  not  be  covered  by  the  amount 
of  the  declining  set  payment  schedule. 
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H.R.  2151  would  ask  U.S. -flag  carriers  to  take  a  greater  risk,  particularly  in  later  years, 
that  cooperative  efforts  with  maritime  labor  could,  combined  with  a  lower  payment  schedule, 
justify  investment  in  U.S. -flag  assets  as  a  way  of  operating  internationally  competitive  U.S. -flag 
ships. 

We  continue  to  believe  that  the  payment  schedule  we  recommended  is  realistic  and 
warranted.  We  based  our  proposal  on  our  best  estimates  of  possible  cost  savings.  It  would 
represent  significant  reductions  from  current  ODS  payment  levels,  which  approximate  the  current 
difference  between  U.S.  and  foreign  crew  costs.  If  Congress  enacts  a  lower  payment  schedule 
and  subsequent  discussions  with  labor  do  not  achieve  savings  consistent  with  that  lower  payment 
schedule,  U.S.  carriers  would  have  little  incentive  to  participate  in  the  program. 

Let  us  be  clear,  we  applaud  H.R.  2151's  recognition  of  the  fundamental  point  that  an 
annual  payment  per  vessel  is  a  necessary  element  of  a  new  promotional  program  and  in  the 
public  interest.  However,  if  it  is  not  structured  to  achieve  the  necessary  competitive  parity  with 
foreign-flag  operators,  many  U.S. -flag  operators  will  not  be  able  to  consider  such  legislation  to 
be  a  "solution"  and  they  will  remain  between  that  rock  and  a  very  hard  place,  having  to  consider 
how  to  respond  as  a  business. 

In  addition,  while  we  have  not  had  the  chance  to  understand  fully  how  this  is  treated  in 
the  bill,  it  is  our  position  that  Maritime  Security  Fleet  payments  should  be  structured  so  that  they 
are  in  addition  to,  not  in  lieu  of,  compensation  to  be  paid  for  actual  services  rendered  to  the 
military. 
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5.  Program  Length 

We  recommend  a  15  year  program,  with  renewals,  but  believe  that  H.R.  2151's 
provision  for  10  year  contracts,  with  renewals,  is  a  reasonable  response,  in  this  environment, 
to  the  need  to  have  a  long  term  program  in  order  to  justify  investments  in  long  lived  assets  like 
vessels. 

6.  Title  XI  Reforms 

We  urge  reforms  of  the  title  XI  program,  described  in  our  attached  position  paper,  as  a 
constructive  means  of  assisting  carriers  in  investing  in  further  U.S. -flag  assets. 

7.  No  Trade  Route  or  "804"  Restrictions 

We  applaud  the  bill's  recognition  that  competitive  operation  of  a  liner  service  requires 
that  management  have  operational  flexibility  to  move  ships  receiving  program  payments  to 
different  ports,  or  put  them  into  service  in  combination  with  non-program  ships.  Any  such 
restrictions  would  simply  make  the  ships  receiving  payments  less  useful  to  the  company,  and 
would  make  U.S. -flag  vessel  operations  non-competitive. 

8.  Non-Contiguous  Trades 

I  am  pleased  to  report  that  APL,  Matson,  Sea- Land  and  Totem  Resources  are  in  essential 
agreement  on  how  to  structure  a  new  promotional  program  so  that  it  would  include  Sea-Land's 
and  Crowley's  international  operations  without  unfair  impact  upon  the  unsubsidized  domestic 
trades  in  which  they  also  compete.  In  the  past,  this  was  a  seemingly  unsolvable  problem.  In 
the  new  spirit  of  cooperation  that  has  brought  the  industry  together,  there  is  now  a  four  carrier 
compromise  that: 

(a)        allows  APL,  Crowley,  and  Sea-Land  to  receive  the  new  subsidy; 
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(b)  grandfathers  their  existing  domestic  operations  at  specified  levels; 

(c)  allows  automatic  increases  in  grandfathered  capacity  as  the  economies  of  the 
markets  served   grow;  and 

(d)  allows  carriers  not  now  in  such  domestic  trades  to  both  enter  such  trades  and 
participate  in  the  new  subsidy  program  if  service  proves  inadequate. 

(e)  reaffirms  that  liner  vessel  built  with  construction  differential  subsidy  can  serve  the 
domestic  trades  after  25  years  of  age. 

There  are  only  two  points  that  are  not  yet  resolved:  Crowley  wants  to  operate  without 
limits  on  the  level  of  capacity  in  its  contract  carrier  services  in  the  Alaska  trade;  it  also  believes 
that  circumstances  justify  it  being  allowed  a  higher  level  of  service  in  the  Puerto  Rico  trade  than 
that  to  which  it  originally  agreed.  We  have  attached  to  this  testimony  as  Appendix  4  draft 
statutory  language  reflecting  the  agreement  —  subject  to  those  two  points.  Crowley's  position 
on  those  two  points  remains  unacceptable  to  Matson,  Sea-Land  and  TOTE,  who  would  include 
the  date  July  1,  1992  in  the  blanks  on  page  9  of  the  amendment  in  Appendix  4. 
Other  Matters 

H.R.  2151  addresses  some  issues  that  we  had  not  considered  in  developing  our  coalition 
position.    Let  us  briefly  note  two  today. 

H.R.  2151  would  impose  a  new  restriction  on  liner  operators  with  respect  to  their 
carriage,  in  the  course  of  liner  service,  of  lots  of  government  impelled  cargo  in  excess  of  5,000 
tons,  transported  in  bulk.  The  bill  would  preclude  receipt  of  Maritime  Security  Fleet  payments 
to  a  carrier  with  respect  to  a  vessel  for  each  day  that  the  vessel  is  engaged  in  transporting  such 
lots.    These  lots  are  far  smaller  than  shipload  lots  of  cargo  carried  by  bulk  carriers.    New 
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restrictions  are  not  needed  at  all  to  ensure,  if  that  is  the  intent  of  the  provision,  that  "liners 
remain  liners  and  bulkers  remain  bulkers."  Liner  carriers  have,  for  decades,  carried  bulk  lots 
of  this  and  greater  size  in  conjunction  with  sizeable  quantities  of  other  cargo. 

Further,  the  proposed  change  could  lead  to  reduced  competition  for  the  carriage  of  certain 
government  cargoes.  The  proposal  might  pressure  some  liner  carriers  to  abandon  this  piece  of 
the  business,  or  force  the  government  to  consolidate  lots  slightly  over  5,000  tons  into  larger  lots 
for  artificial  reasons.  Either  way,  the  reduction  in  competition  could  increase  government  costs. 

In  addition,  the  bill's  provisions  expanding  standing  in  agency  proceedings  under  the 
Merchant  Marine  Act,  1936  is  inconsistent  with  the  need  to  modernize  that  Act.  There  has  long 
been  a  broad  consensus  that  one  of  the  flaws  of  our  present  set  of  promotional  laws  is  that  they 
include  too  many  regulatory  provisions  and  too  much  opportunity  for  litigation.  While  our 
primary  concern  is  with  substantive  provisions,  to  the  extent  new  legislation  includes  general 
procedural  provisions,  simplification  of  process,  not  the  reverse,  is  the  goal  which  should  be 
pursued. 
Conclusion 

Mr.  Chairman,  let  us  close  by  reemphasizing  our  sincere  and  deep  appreciation  for  the 
prompt  action  you,  Chairman  Studds,  Representatives  Fields  and  Bateman,  and  other  Committee 
members  have  taken  in  the  last  few  weeks.  While  the  word  is  perhaps  used  too  much,  the  need 
for  action  in  the  Congress  to  revitalize  the  U.S. -flag  liner  fleet  is  truly  "urgent."  While  there 
is  much  work  ahead  of  us,  the  Committee  commendably  has  shown  to  the  public  —  and  to  us  - 
-  that  it  is  prepared  to  do  whatever  it  can  to  enact  needed  legislation  this  year. 


18- 


115 


We  have  outlined  for  you  today  our  support  for  many  items  included  in  the  legislation 
which  was  pulled  together  at  such  short  notice.  We  have  also  made  clear  we  have  real  concerns 
with  aspects  of  the  bill  in  its  present  form. 

But  we  are  prepared,  Mr.  Chairman,  to  work  closely  with  you,  Chairman  Studds,  and 
other  Committee  members  in  the  coming  weeks  in  order  to  enact  this  year,  long  overdue 
legislation  which  would  revitalize  the  U.S. -flag  liner  fleet. 

That  completes  our  statement,  Mr.  Chairman.  We  thank  you  for  the  opportunity  to 
appear  before  you  today. 
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MARITIME  SECURITY  FLEET  PROGRAM 

A.    Maritime  Security  Fleet  (MSF^ : 

1.    Eligible  Vessels:   Not  less  than  110  liner  vessels  that 
are: 

(a)  documented  on  January  1,  1993  under  the  U.S.  flag, 
wherever  built,  and  less  than  25  years  old,  unless 
re-engined  with  diesel  engines  before  more  than  25 
years  old;  or 

(b)  documented  on  January  1,  1993  under  the  U.S.  flag, 
wherever  built,  and  that  reach  25  years  of  age 
between  September  1,  1992  and  January  1,  1994, 
provided  that  either  a  newly-built  or  existing 
vessel  that  is  otherwise  eligible  for  the  MSF  is 
substituted  therefor  within  thirty  months  of  the 
date  of  enactment  of  the  MSF;  or 

(c)  newly  constructed  in  a  U.S.  or  foreign  yard, 
delivered  by  the  yard  after  enactment  and 
documented  under  the  U.S.  flag  prior  to  its  first 
commercial  voyage;  or 

(d)  foreign-built  vessels  less  than  10  years  old  when 
transferred  to  U.S.  flag,  provided,  however,  that 
foreign-built  vessels  over  10  years  old  shall  be 
permitted  in  the  program  in  the  discretion  of  the 
Secretary  of  Transportation;  and 

(e)  owned  and  operated  by  citizens  of  the  United  States 
as  currently  defined  in  Section  2(a)  of  the 
Shipping  Act,  1916,  as  amended. 

The  term  "liner  vessels"  shall  include  vessels  in  the 
liner  trade,  roll-on/roll-off  vessels  or  liner-type 
vessels  currently  operating  under  charter  to  the  Military 
Sealift  Command  (MSC)  or  third  parties. 

2 .    Reservation  of  Slots  in  MSF: 

(a)  Vessels  Under  Charter  to  MSC:  Owners  or  operators 
of  "liner  vessels"  operating  under  charter  on 
January  1,  1993  to  the  MSC  may  reserve  one  MSF  slot 
for  use  by  each  such  ship  or  replacement  therefor 
at  any  time  or  upon  redelivery  and  reentry  of  such 
vessel  in  its  liner  trade. 

( b )  Vessels  Chartered  Between  U.S.  Citizen  Operators : 
Owners  or  operators  of  "liner  vessels"  under 
charter  on  January  1,  1993  to  another  U.S.  citizen 
operator  may  reserve  one  MSF  slot  for  use  by  each 
such  ship  or  replacement  therefor  at  any  time  or 
upon  redelivery  and  reentry  by  the  owner  of  such 
vessel  in  its  liner  trade.    The  charterer  of  each 
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such  vessel  shall  be  entitled  to  receive  one  MSF 

slot  for  such  vessel  during  the  term  of  the 

charter.  Upon  redelivery  of  such  vessel  by  the 
charterer  to  the  owner: 

(i)  the  charterer  shall  retain  the  slot  awarded 
for  such  vessel  for  its  future  use,  and 

(ii)  the  owner  of  such  vessel  shall  be  entitled  to 
use  its  reserve  slot  for  that  vessel,  unless 
that  slot  has  been  previously  used  by  a 
replacement  vessel, 

provided,  however,  that  in  no  event  shall  any  such 
owner,  operator  or  charterer  be  entitled  to  receive 
more  than  23  MSF  slots  initially  authorized  under 
the  MSF  program. 

(c)  Return  of  Slots  to  the  Secretary:  A  slot  for  any 
vessel  re-delivered  at  the  termination  of  the 
charters  described  in  (a)  or  (b)  above  which  is  not 
utilized  by  the  owner  or  operator  within  a  period 
of  two  years  of  the  vessel's  re-delivery  shall  be 
relinquished  by  such  owner  or  operator  to  the 
Secretary.  A  contractual  commitment  to  replace  the 
vessel  with  an  otherwise  eligible  vessel  shall  be 
deemed  to  fulfill  this  requirement.  The  slot  of 
any  other  MSF  vessel  that  is  withdrawn  from  the  MSF 
program  for  any  reason  shall  be  relinquished  by  the 
owner  thereof  to  the  Secretary  unless  the  operator 
replaces  such  vessel  or  contractually  commits  to 
replace  such  vessel  in  the  MSF  program  within  one 
year  of  its  withdrawal. 

(d)  Vessels  Operating  Under  OPS  Program:  An  ODS 
operator  may  reserve  MSF  slots  for  future  use  by 
its  ODS  vessels  upon  the  transfer  of  such  vessels 
into  the  MSF  program,  charter  activity  under 
Section  2(b)  above,  or  the  termination  of  the 
operator's  ODS  contract.  An  ODS  operator  will  be 
permitted  to  transfer  some  or  all  of  its  vessels 
out  of  the  ODS  program  and  into  the  MSF.  All 
existing  U.S.  flag  vessels  eligible  to  receive  ODS 
on  January  1,  1993  will  be  legislatively  authorized 
to  continue  operation  under  those  ODS  contracts 
until  the  termination  thereof,  regardless  of  age, 
and  in  no  case  later  than  December  31,  1997. 

Annual  Payments:  Commencing  on  October  1,  1993,  each  MSF 
operator  shall  be  entitled  to  enter  into  an  MSF  contract 
with  the  Secretary  of  Transportation  for  each  of  its 
eligible  MSF  vessels. 

Each  MSF  contract  shall  provide  that: 

(a)  The  MSF  operator  shall  receive  annual  MSF  payments 
of  $2.5  million/ vessel,  indexed  annually  for 
inflation; 
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(b)  The  term  of  the  original  contract  for  each  MSF 
vessel,  including  re-engined  vessels,  shall  be  15 
years.  Subject  to  the  above-referenced  age 
limitations,  such  contracts  shall  be  renewable  in 
15-year  increments,  except  for  re-engined  vessels; 
and 

(c)  MSF  payments  shall  be  made  for  vessels  when 
regularly  operated  in  foreign  trade.  Accordingly, 
in  order  for  an  MSF  operator  to  receive  the  full 
MSF  payment  for  an  MSF  vessel,  that  vessel  must 
operate  in  foreign  trade  for  a  minimum  of  320  days 
in  a  calendar  year,  including  the  days  spent  for 
drydocking,  surveys,  inspections  and  repairs.  Any 
MSF  vessel  that  operates  for  a  lesser  time  period 
in  a  given  year  shall  have  its  MSF  payments  reduced 
on  a  pro-rata  basis. 

4.  No  Transferability:    Slots  in  the  MSF  will  not  be 
transferable. 

5.  Trade  and  Service  Restrictions: 

(a)  The  Matson/Tote/APL/Sea-Land  compromise,  as 
modified  to  include  Crowley's  views,  will  be 
included  in  the  MSF  legislation.  In  accordance 
with  that  agreement,  vessels  while  in  the  MSF  must 
operate  exclusively  in  the  foreign  commerce  of  the 
United  States,  inclusive  of  Guam  (foreign  trade  or 
foreign-to-foreign  trade) . 

(b)  MSF  vessels  will  not  be  subject  to  any  trade  route 
or  service  restrictions  while  in  the  MSF,  nor  shall 
operators  that  are  operating  exclusively  in  the  MSF 
program  be  subject  to  any  restrictions  in  the 
operation  of  foreign-flag  vessels. 

(c)  All  ODS  trade  route  and  service  restrictions 
currently  imposed  on  ODS  operators  will  remain  in 
force  until  termination  of  the  existing  ODS 
contracts,  provided,  however,  that  an  operator  that 
transfers  50%  or  more  of  its  ODS  vessels  operating 
on  a  particular  trade  route  as  of  January  1,  1993 
from  the  ODS  program  to  the  MSF  program  shall  be 
exempt  thereafter,  in  respect  to  that  trade  route, 
from  any  ODS  trade  route  or  service  restrictions 
and  the  restrictions  of  Section  804  of  the  Merchant 
Marine  Act,  193  6;  and  provided  further,  that  in  the 
event  an  operator  is  the  only  operator  receiving 
ODS  on  a  particular  trade  route  and  all  other  U.S. 
flag  operators  on  that  trade  route  are  in  the  MSF 
program  (which  shall  be  deemed  to  include  cases 
where  there  is  only  one  other  such  MSF  operator  on 
that  trade  route) ,  that  ODS  operator  also  shall  be 
exempt,  in  respect  to  that  trade  route,  from  ODS 
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trade  route  or  service  restrictions  and  the 
restrictions  of  Section  804  of  the  Merchant  Marine 
Act,  1936. 

6-    Availability  During  War  or  National  Emeraenry; 

(a)  In  times  of  war  or  national  emergency,  MSF  vessels 
shall  support  DOD  requirements  either  with  liner 
service  or  by  charters.  Compensation  for  such 
support  shall  be  fair  and  reasonable,  taking  into 
consideration  the  services  provided,  the  risks 
assumed  and  the  contractor's  overall  overhead,  and 
shall  be  in  addition  to  MSF  payments  on  'such 
vessels. 

(b)  Operators  of  MSF  vessels  may  enter  into  cooperative 
working  arrangements  for  such  support  of  DOD 
requirements  in  time  of  war  or  national  emergency 
and  such  agreements  shall  be  exempt  from  the 
antitrust  laws  and  procurement  statutes  when  filed 
with  the  Federal  Maritime  Commission. 

Other  Essential  Statutory  Modifications: 

lm         ^^ — Ship  Design, Safety  and  Construction  standards- 

Statutory  standards  for  U.S.  vessels  should  equal  not 
exceed,  international  standards. 

2-  Sale  of  U.S.  Flag  Vessels:  The  requirement  that  U.S. 
government  approval  must  be  obtained  for  the  re-flagginq 
or  sale  foreign  of  a  U.S.  flag  vessel  by  a  citizen  of  the 
United  States  shall  be  eliminated  (except  for  vessels 
receiving  MSF  payments  at  that  time  and  during  war  or 
national  emergency) .  Any  vessel  no  longer  receiving  MSF 
payments  for  any  of  the  following  reasons  may  be  re- 
flagged  or  sold  foreign  without  U.S.  government  approval: 

(a)  Replacement  of  the  vessel  in  the  MSF  by  another 
eligible  vessel, 

(b)  Loss  of  eligibility  of  the  vessel  for  the  MSF  due 
to  age  or  otherwise,  or 

(c)  Termination  of  the  MSF  program. 

Additionally,  in  order  to  promote  financing  of  the 
acquisition  of  new  and  existing  vessels  for  the  MSF  an 
MSF  vessel  may  be  sold  foreign  without  U.S.  government 
approval  in  the  event  of  either  foreclosure  on  that 
vessel  by  its  mortgagee  or  bankruptcy  of  that  vessel's 
owner. 
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Lastly,  owners  of  vessels  built  with  CDS  should  be 
permitted  to  reflag  or  sell  foreign  such  vessels  before 
they  reach  2  5  years  of  age.  The  Maritime  Administration 
should  be  notified  of  any  such  transactions. 

3.  Capital  Construction  Fund  (CCFT :  The  CCF  provisions  of 
the  Merchant  Marine  Act,  1936,  and  related  statutes 
should  be  liberalized  to  broaden  the  fund's  investment 
rules  and  to  foster  expansion  and  improvement  of  the 
maritime  infrastructure  of  the  United  States  by 
permitting  the  use  of  CCF  for  lease  payments,  acguisition 
of  any  vessel  reguired  to  be  built  for  the  coastwise 
trade  by  Act  of  Congress,  and  acguisition  of  U.S.  and 
foreign  built  U.S.  flag  ships,  containers,  LASH  barges 
and  related  equipment. 

4.  Accelerated  Depreciation:  Permit  three-year  depreciation 
of  U.S.  flag  vessels  instead  of  the  current  ten-year 
schedule. 

5.  Title  XI  Program:  For  the  past  decade,  some  ship 
operators  have  been  unable  to  replace  their  aging  U.S.- 
flag  vessels.  These  liner  carriers  should  not  be 
penalized  because  existing  U.S.  maritime  policy  was 
insufficient  to  encourage  them  to  modernize  their  fleets. 
As  Congress  and  the  Administration  adopt  a  new  maritime 
policy  to  retain  and  foster  a  modern  U.S. -flag  merchant 
fleet,  these  smaller  liner  operators  should  be  given  an 
opportunity  to  modernize  their  fleets.  In  the  absence  of 
CDS,  actions  Congress  and/or  the  Administration  can  take 
include,  but  are  not  limited  to,  directing  MARAD  to  grant 
Title  XI  loans  of  up  to  87%%  of  the  cost  of  U.S. -flag 
ships  to  be  built  in  foreign  shipyards  to  replace  vessels 
of  any  current  operator  and  other  small  business  type 
incentives  in  the  nature  of  financing  guarantees. 

C.  Statutory  Repeals: 

1.  Foreign  Repair  Statute:  The  fifty  percent  ad  valorem 
duty  on  foreign  repairs  of  U.S.  flag  vessels  should  be 
repealed. 

2.  Cargo  Preference:  The  reguirement  that  foreign-built  or 
foreign-registered  vessels  must  wait  three  years  to  carry 
preference  cargoes  after  converting  to  the  U.S.  flag 
should  be  repealed  for  MSF  vessels. 

D.  Productivity  of  U.S.  Flag  Fleet:  Every  effort  will  be  made  to 
enhance  vessel  productivity  through  the  collective  bargaining 
process. 

E.  Preservation  of  the  1984  Shipping  Act:  A  Presidential 
Advisory  Commission  recently  reviewed  the  1984  Shipping  Act 
and  found  it  to  be  an  acceptable  compromise  between  the 
interests  of  ocean  carriers  and  shippers  regarding 
international  shipping  transactions.  Accordingly,  the  Act 
should  be  preserved  in  its  current  form. 
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Appendix  A,  May  25,  1993  Testimony 

May  6,  1993 


Mr.  Arthur  B.  Sforza 

Director,  Office  of  Ship  Operating  Assistance 

Maritime  Administration 

400  Seventh  Street,  S.W.  -  Rm  8114 

Washington,  D.C.    20590 

Dear  Mr.  Sforza: 

The  enclosed  12  pages  represent  the  current  agreement  of  APL, 
Crowley,  Matson,  Sea-Land  and  Tote  on  non-contiguous  trade  language  for 
maritime  reform  legislation.  It  preserves  the  four  carrier  compromise  of  last 
year  while  following  the  format  of  the  John  Cullather  draft. 

Although  the  views  of  five  carriers  are  now  reflected,  there  is  one  issue 
on  which  we  have  not  been  able  to  reach  unanimity:  We  have  put  square 
brackets  around  language  on  page  9.  That  language  is  a  compromise 
proposed  by  Matson,  Sea-Land  and  Tote  in  response  to  Crowley's  advocacy 
of  complete  exemption  of  contract  carriage  in  the  Alaska  trade.  It  is  not 
objected  to  by  APL  but  has  not  been  accepted  by  Crowley.  The  Crowley 
position  is  unacceptable  to  Matson,  Sea-Land  and  TOTE. 

Please  note  the  new  proviso  to  406(c)  5.  Matson  has  agreed  that  the 
adequacy  test  will  not  apply  to  Hawaii  trade  if  Matson  decides  to  enter 
foreign  markets,  joins  the  new  program  and  operates  four  or  more  ships  in 
foreign  commerce  in  competition  with  any  other  contractor  or  contractors. 

Additionally,  we  have  not  changed  the  grandfather  dates  (and  have  left 
them  open  in  the  bracketed  language  on  page  9).  We  anticipate  that  the 
choice  of  grandfather  dates  will  have  to  be  revisited  prior  to  enactment  and 
that  any  significant  change  in  circumstances  may  lead  one  or  another  carrier 
to  raise  an  issue  as  to  the  service  levels  to  be  grandfathered.  (Crowley  thinks 
that  it's  service  level  in  the  Puerto  Rico  trade  should  be  higher.)  Although 
no  carrier  concedes  that  service  levels  should  be  revisited,  we  have  agreed 
that  addressing  change  in  grandfather  dates  should  be  deferred  until  a  late 
stage  of  the  legislative  process.  Therefore  we  ask  that  the  dates  remain 
unchanged  at  this  time. 
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We  thank  you  for  the  opportunity  to  offer  these  joint  recommendations 
and  we  appreciate  your  patience  in  waiting  for  us  to  reach  this  level  of 
unprecedented  agreement. 

Sincerely, 


Peter  SjFinnerty 
V.  P.,  Public  Affairs 
Sea-Land  Service,  Inc. 
1331  Penn.  Ave.,  N.  W. 
Suite  560 


Washington,  DC   20004 


Michael  M.  Murphy  t 

V.  P.,  Government  Affaih 

American  President  Companies,  Ltd. 

1101  17th  Street,  N.W. 

Suite  400 

Washington,  DC  20036 


Enclosure 
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1  "SEC.    406.       NONCONTIGUOUS   TRADE    RESTRICTIONS. 

2  "(a)  PROHIBITION. 

3  "(1)      IN  GENERAL — Except  as  provided  in  this  section, 

4  a  contractor  may  not  receive  any  payment  under  this  title  if — 

5  "(A)      the  contractor  or  a  related  party 

6  with  respect  to  the  contractor,  directly  or  indirectly 

7  owns,  charters,  or  operates  a  vessel  engaged  in  the 

8  transportation  of  cargo  in  a  noncontiguous  trade,  other 
than  in  accordance  with  a  waiver  under  subsection  (c)  or 
(d);  or 

"(B)  for  noncontiguous  trade  for  which 
there  is  a  waiver  under  subsection  (c)  or  (d),  there  is 
a  — 

"(i)  material  change  in  the  domestic 
ports  served  from  the  ports  permitted  to  be  served 
under  the  waiver; 

"(ii)  material  increase  in  the  annual 
number  or  the  frequency  of  sailings  from  the  number 
or  frequency  permitted  under  the  waiver;  or 

"(iii)     material  increase  in  the  annual 

volume  of  cargo  carried  or  annual  capacity  utilized 

from  the  annual  volume  of  cargo  or  annual  capacity 

permitted  under  the  waiver. 

"(2)       EXPIRATION  OF  PROHIBITION.  —  Paragraph  (1) 

applies  to  a  contractor  only  during  the  years  specified  for 
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1  payments    under    the    operating    agreement    entered    into    by    the 

2  contractor. 

3  "(b)  WAIVERS  FOR  NONCONTIGUOUS  TRADE. — 

4  "(1)  WAIVER  AUTHORITY. — The  Secretary  may  waive 

5  subsection  (a)  as  provided  under  this  section. 

6  "(2)  APPLICATIONS  FOR  WAIVERS. — A  contractor  may 

7  apply  to  the  Secretary  of  Transportation  for  a  written  waiver 

8  of  subsection  (a).   An  application  for  a  written  waiver  shall 

9  describe  the  nature  and  scope  of-- 

10  "  (A)  the  service  proposed  to  be  conducted  in  a 

11  noncontiguous  trade  under  the  waiver;  or 

12  "(B)  any  proposed  material  change  or  increase 

13  in  a  service  in  a  noncontiguous  trade  allowed  under  a 

14  previous  waiver. 

15  "(c)  ACTION  ON  APPLICATION  AND  HEARING.— 

16  "(1)  Within  30  days  after  receipt  of  an  application 

17  for  such  written  waiver,  other  than  an  application  under 

18  subsection  (d),  the  Secretary  of  Transportation  shall — 

19  "(A)  publish  a  notice  of  the  application; 

20  "(B)  begin  a  proceeding  under  section  554  of 

21  title  5,  United  States  Code,  on  the  application  to 

22  receive-- 

23  "(i)  evidence  of  the  nature,  quantity  and 

24  quality  of  the  existing  service; 
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1  "(ii)  a       description       of       the       proposed 

2  service   or  proposed  material    change   or   increase   in 

3  previously  permitted    service; 

4  "(iii)  the  projected  effect  of  the  proposed 

5  service     or     proposed     material     change     or     increase     in 

6  existing    service;    and 

"(iv)     recommendations  on  conditions  that 

8  should  be  contained  in  any  waiver  for  the  proposed 

9  service  or  material  change  or  increase. 

10  "(2)      Before  deciding  whether  to  grant  a  waiver 

11  under  this  subsection,  the  Secretary  of  Transportation  shall 

12  hold  a  public  hearing,  reasonable  notice  of  which  shall  be 

13  published.  An  applicant  for  waiver  and  any  person  that 
operates  cargo  vessels  in  the  noncontiguous  trade  for  which 
the  waiver  is  applied  and  that  has  any  interest  in  the 
application  may  intervene  in  the  proceedings. 

17  ,     "(3)      The  Secretary  of  Transportation  shall 

18  conduct  all  hearings  under  this  section  in  an  expeditious 

19  manner. 

"(4)      After  holding  a  hearing,  and  within  90 

21  davs  after  receipt  of  the  final  briefs  submitted  for  the 

22  record,  the  Secretary  shall  make  a  decision  on  the  record. 

"(5)      The  Secretary  of  Transportation  shall  not 
grant  the  waiver  if  the  Secretary  finds— 


24 


25  "(A)      it:  would  result  in  unfair  competition  to 

26  anv  Person  that  operates  vessels  as  carrier  of  cargo  in 
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1  a  service  exclusively  in  the  noncontiguous  trade  for 

2  which  the  waiver  is  applied; 

3  "(B)  existing  service  in  that  noncontiguous 

4  trade  is  adequate;  or 

5  "(C)  it  would  result   in  prejudice  to  the 

6  objects  or  policy  of  this  title  or  Act;  provided,  that  if 

7  a  person  that  was  offering  service  as  an  operator  of 

8  containerized  vessels,  trailer  vessels  or  combination 

9  container  and  trailer  vessels  in  the  noncontiguous  trades 

10  with  both  Hawaii  and  Johnston  Island  on  July  1,  1992,  or 

11  any  other  person  who  holds  the  type  of  relationship  to 

12  such  person  set  out  in  the  definition  of  "related  party" 

13  in   subsection   (g)   of  this  Section  406,   becomes  a 

14  contractor  under  this  title  and  operates  four  or  more 

15  vessels  in  foreign  commerce,  under  a  contract  with  the 

16  Secretary  under  this  title,  in  competition  with  any  other 

17  contractor  or  contractors   the   criterion   stated  in 

18  subparagraph   (B)   of   this   subsection   406(c)(5),   by 

19  whomever  raised,  shall  not  be  considered  by  the  Secretary 

20  in  acting  upon  any  application  to  provide  service  in 

21  noncontiguous  trade  with  Hawaii. 

22  "(6)  Any  written  waiver  granted  by  the  Secretary 

23  under  this  subsection  shall  state-- 

24  "(A)  the  domestic  ports  permitted  to  be  served; 

25  "(B)  the  annual  number  or  frequency  of  sailings 

26  that  may  be  provided;  and 
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1  "(C)  the  annual  volume  of  cargo  permitted,  or 

2  for  containerized  or  trailer  service,  the  annual  40-foot 

3  equivalent  unit  shipboard  container  and  trailer,  or 

4  vehicle  or  general  cargo  capacity  permitted,  or,  for  tug 

5  and  barge  service,  the  annual  barge  house  cubic  foot 

6  capacity  and   the   annual   barge  deck  general   cargo 

7  capacity,  or  40-foot  equivalent  unit  container,  trailer 

8  or  vehicle  capacity,  permitted. 

9  (d)   EXISTING  NONCONTIGUOUS  TRADE  OPERATORS. — 

10  "(1)  Within  30  days  of  receipt  of  an  application  for  a 

11  written   waiver   under   this   section,   the   Secretary   of 

12  Transportation  shall  publish  notice  of  the  application  for  the 

13  waiver  if  the  operator,  a  related  party  or  a  predecessor  in 

14  interest  was-- 

15  "(A)  in  bona  fide  operation  of  vessels  as  a 

16  carrier  of  cargo  by  water  in  a  year  around  service  in  a 

17  noncontiguous  trade  on  July  1,  1992,  and  has  so  operated 

18  in  that  service  since  that  time,  except  for  interruptions 

19  of  service  resulting  from  military  contingency  or  over 

20  which  the  operator  or  related  party  or  its  predecessor  in 

21  interest  had  no  control;  or 

22  "(B)  in  bona  fide  operation  of  vessels  as  a 

23  carrier  of  cargo  by  water  in  a  seasonal  service  in  a 

24  noncontiguous  trade  in  a  season  ordinarily  covered  by  its 

25  operation  during  the  12-month  period  preceding  July  1, 

26  1992,  and  has  so  operated  in  that  service  since  that 
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1  time,  except  for  interruption  of  service  resulting  from 

2  military  contingency  or  over  which  the  operator  or 

3  related  party  or  its  predecessor  in  interest  had  no 

4  control . 

5  "(2)      The  Secretary  shall  not  conduct  a  hearing  on  an 

6  application  under  this  subsection. 

7  "(3)      The  Secretary  shall  give  every  person  operating 

8  cargo  vessels  in  that  noncontiguous  trade  having  any  interest 

9  in  the  application  reasonable  opportunity  to  submit  comments 

10  on  the  application  and  on  the  description  of  the  service  that 

11  would  be  set  forth  in  any  written  waiver  that  is  granted  by 

12  the  Secretary  under  the  application. 

13  "(4)       Every  written  waiver  granted  by  the  Secretary 

14  under  this  subsection  shall  set  forth  the  level  of  permitted 

15  service.   Except  as  provided  in  paragraphs  (5)  and  (6),  that 

16  level  shall  be  the  service  provided  by  the  operator  or  related 

17  party  or  a  predecessor  in  interest  in  that  noncontiguous  trade 

18  during  the  6  calendar  months  preceding  July  1,  199  2,  if  year 

19  around  service,  annualized,  or  during  the  12  calendar  months 

20  preceding  July  1,  1992,  if  seasonal  service,  determined  by — 

21  "(A)      the  domestic  ports  called; 

22  "(B)      the  number  of  sailings  actually  made, 

23  except  as   to  interruptions   in  the  service  in  the 

24  noncontiguous  trade  resulting  from  military  contingency 

25  or  over  which  the  operator  or  related  party  or  its 

26  predecessor  in  interest  had  no  control;  and 
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"(C)      the  volume  of  cargo  carried,  or,  for 
containerized  or  trailer  service,  the  40-foot  equivalent 
unit  shipboard  container,  trailer,  or  vehicle  or  general 
cargo  capacity  employed,  or,  for  tug  and  barge  service, 
the  barge  house  cubic  foot  capacity  and  barge  deck 
general   cargo   capacity  or   40-foot  equivalent   unit 
container,  trailer,  or  vehicle  capacity,  employed. 
"<5)      If  an  applicant  under  this  subsection  was 
offering  service  as  an  operator  of  containerized  vessels  in 
noncontiguous  trades  with  Hawaii,  Puerto  Rico,  and  Alaska  on 
July  1,  1992,  the  Secretary's  written  waiver  granted  under 


1 
2 

3 
4 
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6 
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9 
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12         that  application  shall  include 

"(A)      104  sailings  each  year  from  the  West  Coast 
of  the  United  States  to  Hawaii  with  an  annual  capacity 
allocated  to  the  service  of  75  percent  of  the  total 
capacity  of  the  vessels  employed  in  the  service  on  July 

17  1,  1992. 

"(B)  156  sailings  each  year  in  each  direction 
between  the  East/Gulf  Coast  of  the  United  States  and 
Puerto  Rico  with  an  annual  capacity  allocated  to  the 
service  of  75  percent  of  the  total  capacity  of  its 
vessels  employed  in  the  service  on  July  1,  1992;  and 

"(C)  103  sailings  each  year  in  each  direction 
between  Washington  and  Alaska  with  an  annual  capacity 
allocated  to  the  service  in  each  direction  of  100  percent 
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1  of  the  total  capacity  of  its  vessels  employed  in  the 

2  service  on  July  1,  1992. 

3  "(6)  If  an  applicant  under  this  subsection  was 

4  offering  service  as  an  operator  of  tugs  and  barges  in 

5  noncontiguous  trades  with  Hawaii,  Puerto  Rico,  and  Alaska  on 

6  July  1,  1992,  the  Secretary's  written  waiver  granted  under 

7  that  application  shall  include-- 

8  "(A)  17  sailings  each  year  in  each  direction 

9  between   ports   in   Northern   California,   Oregon   and 
Washington  and  ports  in  Hawaii  with  an  annual  barge  house 

11  cubic  foot  capacity  and  annual  barge  deck  40-foot 

12  equivalent  unit  container  capacity  in  each  direction  of 

13  100  percent  of  the  total  such  capacity  of  its  vessels 

14  employed  in  the  service  during  the  six  calendar  months 

15  preceding  July  1,  1992,  annualized; 

16  "(B)  37   regularly   scheduled   tandem   tow 

17  railbarge  sailings  and  10  additional  single  tow  railbarge 

18  sailings  each  year  in  each  direction  between  Washington 

19  and   the  Alaskan   port   range  between  and   including 

20  Anchorage  and  Whittier  with  an  annual  capacity  allocated 

21  to  the  service  in  each  direction  of  100  percent  of  the 

22  total  railcar  capacity  of  its  vessels  employed  in  the 

23  service  on  July  1,  1992,  and  8  regularly  scheduled  single 

24  tow  sailings   each  year   in   each  direction   between 

25  Washington  and  points  in  Alaska  (but  not  including  the 

26  port  range  between  and  including  Anchorage  and  Whittier, 
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1  except  occasional  deviations  to  discharge  incidental 

2  quantities  of  cargo)  with  an  annual  capacity  allocated  to 

3  the  service  in  each  direction  of  100  percent  of  the  total 

4  capacity  of  its  vessels  employed  in  the  service  on  July 

5  1,  1992. 

6  "(C)  253  sailings  each  year  in  each  direction 

7  between  the  East/Gulf  Coast  of  the  United  States  and 

8  Puerto  Rico  with  an  annual  40-foot  equivalent  unit 

9  container  or  trailer  capacity  equal  to  100  percent  of  the 

10  capacity  of  the  barges  employed  in  the  service  on  July  1, 

11  1992. 

12  ["(D)  Unscheduled,  contract  carrier  tug  and 

13  barge  service  between  points  in  Alaska  not  served  by  the 

14  common  carrier  service  permitted  by  subsection  (B)  and 

15  points  in  Washington  with  an  annual  capacity  allocated  to 

16  such  service  not  exceeding  100  percent  of  the  total 

17  capacity  of  the  equipment  which  was  (a)  dedicated  to  such 

18  service  on  and  (b)  actually 

19  utilized  in  such  service  during  all  or  part  of  the  two 

20  years  preceding  .  ] 

21  "(7)  Subject  to  the  time  required  for  publication  of 

22  notice  and  for  receipt  and  evaluation  of  comments  by  the 

23  Secretary,  an  application  under  this  subsection  made  at  the 

24  same  time  the  applicant  also  applies  for  inclusion  of  a  vessel 

25  in  the  Fleet  shall  be  granted  in  conformity  with  the  level  of 

26  service  determined  by  the  Secretary  in  accordance  with  this 


134 


-10- 

1  subsection  not  later  than  the  date  on  which  the  Secretary 

2  offers  to  the  applicant  an  operating  agreement  with  respect  to 

3  that  vessel. 

4  "(8)  (A)  Every   written   waiver   granted   by   the 

5  Secretary  under  this  subsection  shall  contain  a  statement 

6  that  the  annual  capacity  permitted  in  any  direction  shall 

7  increase  for  a  calendar  year  by  the  percentage  of 

8  increase  during  the  preceding  calendar  year  in  the  real 

9  gross  State,  territory  or  possession  product  applicable 

10  to  that  noncontiguous  trade,  or  its  equivalent  economic 

11  measure  as  determined  by  the  Secretary  if  the  real  gross 

12  product  is  not  available,  and  that  the  increase  shall  not 

13  be  considered  to  be  a  material  change  or  increase. 

14  "(B)  The  increase  in  permitted  capacity  under 

15  this  paragraph  in  the  noncontiguous  trade  with  Alaska 

16  shall  be  allowed  only  to  the  extent  the  operator  actually 

17  uses  that  increased  capacity  to  carry  cargo  in  the 

18  permitted  service  in  the  calendar  year  immediately 

19  following  the  preceding   increase  in  gross   product. 

20  However,    if    an    operator    operating    exclusively 

21  containerized  vessels  in  that  trade  on  July  1,  1992, 

22  carries  an  average  load  factor  of  at  least  90  percent  of 

23  permitted  capacity  (including  the  capacity,  if  any,  both 

24  authorized  and  used  under  the  previous  sentence)  during 
2  5  9  months  of  any  one  calendar  year,  than  in  the  next 
26  following  calendar  year  and  thereafter,  the  requirement 
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1  that  additional  capacity  must  be  used  in  the  immediately 

2  following  year  does  not  apply. 

3  "(9)  Any  application  for  written  waiver  for  a  material 

4  change  or  increase  in  a  service  provided  under  a  written 

5  waiver  granted  by  the  Secretary  under  this  subsection  shall  be 

6  received  and  acted  on  by  the  Secretary  under  the  provisions  of 

7  subsection  (c )  . 

8  "(e)  ANNUAL  REPORT  ON  WAIVERS. — Each  written  waiver  granted 

9  under  this  section  shall  require  that  an  annual  report  be 

10  submitted  to  the  Secretary  setting   forth  for  the  service  in 

11  the  noncontiguous  trade  described  in  the  written  waiver — 

12  "(1)  the  ports  served  during  the  year; 

13  "(2)  the   number   or   frequency   of   sailings 

14  performed  during  the  year;  and 

15  "(3)  the  volume  of  cargo  carried  or,   for 

16  containerized  or  trailer  service,  the  annual  40-foot 

17  equivalent  unit  shipboard  container,  trailer,  or  vehicle 

18  capacity  utilized,  or,  for  tug  and  barge  service,  the 

19  annual  barge  house  and  barge  deck  capacity  utilized, 

20  during  the  year. 

21  "(f)  ELIMINATION    OF    CONSTRUCTION-DIFFERENTIAL    SUBSIDY 

22  RESTRICTIONS. — Notwithstanding  any  other  provision  of  law  or 

23  contract,  all  restrictions  or  requirements  in  sections  503, 

24  506,   and   802   applicable   to   liner  vessels   constructed, 

25  reconstructed,  or  reconditioned  with  the  aid  of  construction- 

26  differential  subsidy  shall  terminate  for  such  vessel  on  the 
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1  date  the  vessel  reaches  25  years  of  age  from  the  date  of  its 

2  original  delivery  from  the  shipyard. 

3  "(g)  DEFINITIONS. — In  this  section-- 

4  "(1)  'noncontiguous  trade'  means  trade  as  defined  in 

5  46  App.  U.S.C.  1177,  other  than  Guam;  and 

6  "2)   'related  party'  means  — 

7  "(A)  A   holding   company,   subsidiary, 

8  affiliate  or  associate  of  a  contractor;  and 

9  "(B)  an  officer,  director,  agent  or  other 

10  executive  of  a  contractor  or  of  a  person  referred 

11  to  in  subparagraph  (A) . 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

INTRODUCTION 

I  am  William  P.  Verdon,  Senior  Vice  President  and  General  Counsel  of 
Crowley  Maritime  Corporation  (Crowley).    I  appreciate  this  opportunity  to  submit 
our  supplemental  comments  with  regard  to  HR  2151,  The  Maritime  Security  and 
Competitiveness  Act  of  1993,  and  particularly  with  regard  to  the  issue  of  how  to 
deal  with  domestic  services  currently  provided  by  carriers  who  also  operate  in 
international  trades  and  would  be  eligible  to  receive  a  stipend  dedicated  to  that 
service.    Crowley,  as  set  forth  below,  is  just  such  a  carrier. 

CROWLEY 

Crowley,  founded  over  100  years  ago,  is  a  privately  owned  maritime 
enterprise  operating  in  the  domestic  as  well  as  the  international  market  without  the 
benefit  of  either  Operating  Differential  Subsidy  (ODS)  or  Construction  Differentia] 
Subsidy  (CDS).    Today  Crowley  owns  or  operates  over  350  U.S.  flag  vessels 
including  container  ships,  RoRo  ships,  tugs,  barges,  ferries,  salvage  and  other  types 
of  specialized  vessels.    Crowley  has  invested  over  $500  million  dollars  for  the 
construction  of  its  U.S.  flag  vessels  built  in  U.S.  shipyards. 

Crowley's  international  service  is  between  the  United  States  and  Central 
America,  South  America  and  the  Caribbean.  This  service  is  not  subsidized  and 
utilizes  five  (5)  U.S.  flag  vessels.    It  should  be  noted  that  Crowley  is  the  only 
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remaining  U.S.  flag  service  serving  the  United  States  to  South  America  trade  with 
U.S.  flag  vessels. 

Crowley's  domestic  service  includes  a  wide  range  of  coastal  services  as  well 
as  service  to  the  noncontiguous  areas  of  Alaska,  Hawaii  and  Puerto  Rico.  It  is  this 
latter  service  that  is  at  the  core  of  the  controversy  with  certain  domestic  operators. 

CROWLEY'S  DILEMMA 

Crowley,  along  with  the  other  U.S.  flag  carriers  operating  in  the  international 
trade,  needs  the  stipend  that  would  be  provided  for  under  HR  2 1 5 1  in  order  to  be 
competitive  with  foreign  flag  competition.    Crew  cost  as  well  as  overall  cost  parity 
is  essential  to  the  continued  existence  of  the  U.S.  flag  merchant  fleet.   No  one,  either 
in  the  industry  or  government,  disagrees  with  this  harsh  fact. 

Today,  Crowley  is  at  a  disadvantage  with  its  foreign  flag  competitors  due  to 
the  cost  differential.    That  cost  disadvantage  vis-a-vis  foreign  flag  competitors  is 
offset  to  some  degree  by  various  restrictions,  imposed  by  the  Merchant  Marine  Act 
of  1936  on  its  U.S.  flag  competitors  that  currently  receive  ODS.    These  include  trade 
route  and  foreign  flag  restrictions  as  well  as  the  need  for  the  vessels  receiving  ODS 
to  have  been  built  in  a  U.S.  shipyard.    Thus,  under  the  current  statutory  scheme 
Crowley  is  at  a  disadvantage  with  foreign  flag  competitors  but  is  protected  against 
U.S.  flag  operators  receiving  ODS. 
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Tomorrow,  if  legislation  such  as  HR  2151  were  to  be  enacted,  and  if  the 
conditions  to  which  Crowley  would  be  subjected  in  noncontiguous  trade  operations 
would  be  so  restrictive  that  we  would  not  be  able  to  join  the  program,  then  Crowley 
would  be  worse  off  than  it  is  today.    Not  only  would  it  continue  to  be  at  a 
competitive  disadvantage  with  foreign  flag  competitors,  it  would  also  be  at  a 
competitive  disadvantage  with  the  U.S.  carriers  receiving  stipends  since  all  existing 
protections  would  be  removed.    In  order  to  be  on  a  parity  with  both  the  foreign  flag 
and  U.S.  flag  competitors,  Crowley  must  have  a  fair  opportunity  to  participate  in  the 
Maritime  Security  Fleet  program.    HR  2151  would  not  allow  Crowley  a  chance  to 
participate  without  exacting  a  severe  penalty  that  will  petrify  its  growth  in  the 
domestic  markets  to  its  detriment  and  that  of  the  U.S.  merchant  marine  and  the 
shippers  and  consumers  in  the  noncontiguous  trades  of  Puerto  Rico,  Hawaii  and 
Alaska. 

Tote  and  Matson  Navigation  advocate  restrictions  on  Crowley's 
noncontiguous  trade  operations  that  are  more  severe,  in  some  regards  than  HR  2151. 

HOW  PENALIZED 

As  stated,  Crowley  currently  operates  in  both  the  international  and  domestic 
trades.    While  it  had  its  origins  in  the  pure  domestic  market  it  has  ventured  into  the 
international  arena  to  the  point  where  it  is  the  leading  carrier  in  the  U.S.A.-South 
American  market  and  is  the  only  one  operating  U.S.  flag  vessels  on  this  essential 
trade  route. 
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The  purpose  of  the  Merchant  Marine  Act  of  1936,  and  reaffirmed  by  HR 
2151,  is  to  ensure  the  existence  and  strength  of  both  a  domestic  as  well  as  an 
international  U.S.  flag  fleet.    Crowley's  accomplishments  over  the  last  100  years  are 
an  embodiment  of  those  goals.    It  would  indeed  be  perverse,  and  contrary  to  the 
stated  purpose  of  the  Merchant  Marine  Act  of  1936  and  HR  2151,  if  the  price  for 
strengthening  Crowley's  international  presence  is  the  destruction  of  its  domestic 
business.    This  is  especially  so  when  one  considers  that  the  domestic  market  unlike 
the  international  market  has  been  a  healthy  industry  for  the  U.S.  flag  carriers. 

It  should  be  clearly  noted  that  Crowley  is  supportive  of  the  continued 
protection  of  domestic  operators  from  subsidized  foreign  commerce  operators  under 
Section  805(a)  of  the  Merchant  Marine  Act  of  1936  and  HR  2151.    We  have  no 
quarrel  with  the  Matson/Tote  initiative  regarding  future  activities  by  ODS  operators 
who  are  not  now  in  the  domestic  marketplace.    But  at  the  same  time  we  strongly 
urge  that  there  be  a  recognition  of  Crowley's  plight.    The  Matson/Tote  program 
offers  us  Hobson's  choice:    Crowley  can  either  receive  the  benefits  of  the  Maritime 
Security  Fleet  program  and  have  its  far  flung  domestic  operations  frozen  as  of  July 
1,  1992  or  forego  the  needed  benefits  of  the  Maritime  Security  Fleet  Program. 
Simply  stated,  this  remedy  is  worse  than  the  problem.    Crowley  suggests  that  a 
delicate  balance  need  be  struck  between  (i)  protecting  domestic  operators  from  ODS 
operators  or  Maritime  Security  Fleet  operators  receiving  stipends  not  now  serving 
the  domestic  trades  and  (ii)  allowing  existing  domestic  operators  the  opportunity  to 
join  the  Maritime  Security  Fleet  program  and  receive  needed  stipends  for  their 
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discrete  international  trade,  without  restricting  their  ability  to  grow.    Freezing  their 
growth  does  nothing  more  than  put  them  on  the  slippery  slope  to  unprofitability  and 
is  counter  productive  to  the  stated  goals  of  the  promotional  legislation. 

CONCERNS  OF  SOME  DOMESTIC  OPERATORS 

The  concern  put  forth  by  some  domestic  operators  is  that  if  Crowley's 
international  segment  receives  a  Maritime  Security  Fleet  stipend  that  money  may 
"leak"  into  Crowley's  domestic  business  to  their  detriment.    This  concern  is 
unfounded.    First  of  all,  the  stipends  paid  under  HR  2151  would  be  used  exclusively 
for  the  international  service  of  Crowley  to  enable  it  to  continue  to  use  its  five  (5) 
U.S.  flag  vessels  in  competition  with  foreign  flag  competition.    Safeguards  exist 
under  current  law  to  protect  any  of  this  money  "leaking"  into  the  domestic  market. 

Section  805(a)  of  the  Merchant  Marine  Act  of  1936  provides: 

If  such  application  be  allowed,  it  shall  be  unlawful  for  any  of 
the  persons  mentioned  in  this  section  to  divert,  directly  or 
indirectly  any  moneys,  property,  or  other  thing  of  value,  used 
in  foreign-trade  operations,  for  which  a  subsidy  is  paid  by  the 
United  States,  into  any  such  coastwise  or  intercoastal 
operations;  and  whosoever  shall  violate  this  provision  shall  be 
guilty  of  a  misdemeanor.    (Emphasis  added.) 


Section  805(f)  further  provides: 

Any  willful  violation  of  any  provision  of  this  section  shall 
constitute  a  breach  of  the  contract  or  charter  in  force  under  this 
Act,  and  upon  determining  that  such  a  violation  has  occurred 
the  Secretary  of  Transportation  may  forthwith  declare  such 
contract  or  charter  rescinded  and  any  person  willfully  violating 
the  provisions  of  this  section  shall  be  guilty  of  a  misdemeanor. 
(Emphasis  added.) 
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And  finally,  Section  806(b)  &  (c)  state: 

(b)  Whenever  any  natural  person  is  found  guilty  in  any  district 
court  of  the  United  States  of  any  act  or  acts  declared  in  this 
Act  to  constitute  a  misdemeanor,  he  shall  be  punished  by  a  fine 
of  not  more  than  $  1 0,000,  or  by  imprisonment  of  not  less  than 
one  year  or  more  than  five  years,  or  by  both  fine  and 
imprisonment.    Whenever  any  corporation  is  found  guilty  of 
any  act  or  acts  declared  in  this  Act  to  be  unlawful,  such 
corporation  shall  be  punished  by  a  fine  of  not  more  than 
$25,000.    (Emphasis  added.) 

(c)  In  addition  to  the  punishment  prescribed  in  subsection  (a) 
of  this  section,  any  person  or  corporation  convicted  of  a 
misdemeanor  under  the  provisions  of  this  Act  shall  be 
ineligible,  at  the  discretion  of  the  Commission  or  the  Secretary 
of  Transportation,  to  receive  any  benefits  under  tittles  V  and  VI 
of  this  Act,  or  to  receive  a  charter  under  title  VII  of  this  Act, 
for  a  period  of  five  years  after  conviction.    (Emphasis  added.) 


Jail  sentences,  huge  fines  and  loss  of  the  benefits  of  the  Title  V  and  VI  programs 
create  a  strong  assurance  that  the  concerns  of  leakage  are  unfounded. 

Second,  Crowley's  stipend  will  be  approximately  $10  million  dollars  and 
recognizing  the  crew  cost  differential  as  well  as  the  extremely  difficult  competitive 
situation  in  South  America  where  Crowley  is  the  only  U.S.  flag  carrier  operating 
U.S.  flag  vessels,  there  is  no  actual  chance  of  leakage.    In  Crowley's  case,  the 
concern  is  purely  hypothetical  and  not  worthy  of  debate. 

Third,  it  should  be  recognized  that  Crowley  has  been  in  the  domestic  market 
for  over  1 00  years.    This  is  not  the  case  of  an  international  operator  receiving  an 
infusion  of  funds  and  then  deciding  to  use  its  new  found  money  to  venture  into  the 
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domestic  market.    That  is  a  legitimate  concern  of  the  domestic  operators  and  as 
stated  we  support  the  protections  against  such  conduct  as  afforded  by  HR  2151.    But 
here,  Crowley  has  been  in  this  market  as  long,  if  not  longer,  than  most  domestic 
operators.    Crowley  is  already  there.    It  is  already  growing.    Nothing  will  change 
because  its  affiliated  company  receives  a  needed  stipend  to  compete  in  the 
international  arena. 

And  finally,  with  regard  to  an  existing  domestic  carrier  the  argument  of 
"leakage"  is  a  weak  reed  indeed.    Taken  to  its  conclusion  it  would  mean  that 
participants  in  the  Maritime  Security  Fleet  Program,  as  well  as  their  affiliates,  would 
be  limited  to  one  and  only  one  business.    Logically,  "leakage"  shouldn't  be  limited 
to  the  noncontiguous  domestic  market  but  would  preclude  any  other  type  of  business 
activity  including  trucking,  rail,  inland  barge,  and  the  like.    The  absurdity  of  such  a 
conclusion  exposes  the  weakness  of  the  argument  that  Crowley's  100  year  old 
domestic  operations  should  be  cast  in  concrete  as  of  July  1,  1992  because  of  the 
unfounded  fear  of  leakage. 

PROBLEMS  WITH  HR  2151  AND  MATSON/TOTE  AGREEMENT 
A.         Common  Carriage 

As  a  longtime  Jones  Act  operator,  Crowley  believes  that  it  should  not  be 
penalized  in  its  freedom  to  operate  in  the  Jones  Act  trades  simply  because  it  or  an 
affiliate  accepts  the  stipend  offered  to  it  by  the  Government  for  use  in  an  entirely 
different  segment  of  its  business.    Crowley,  in  an  effort  to  solve  the  dilemma  it 
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found  itself  in  as  the  result  of  being  both  a  Jones  Act  operator  as  well  as  an 
international  operator,  was  conditionally  agreeable  in  August  of  1992  to  the 
grandfathering  of  its  common  carriage  at  the  level  of  its  services  on  July  1, 
1992.   There  was  a  rational  relationship  between  the  level  of  common  carriage 
service  and  the  expected  date  the  stipend  payment  would  begin,  October  1992. 
There  never  was  any  agreement  that  the  1992  level  of  service  was  the 
appropriate  date  regardless  of  the  date  of  inclusion  in  a  subsidy  program.   One 
year  has  gone  by  and  Crowley,  in  order  to  meet  the  ever  changing  needs  of 
the  marketplace,  has  increased  capacity  in  certain  of  its  Jones  Act  trades  and 
will  continue  to  do  so  depending  on  market  conditions. 

HR  2151  would  limit  Crowley's  common  carriage  to  the  level  of 
service  of  July  1,  1992  even  though  no  stipend  is  anticipated  until  October 
1995,  three  years  later.   What  this  means  is  that  the  price  Crowley  would  have 
to  pay  to  get  the  needed  benefits  in  its  international  business  would  be  to  (i) 
give  up  capacity  it  added  during  the  last  year,  and,  (ii)  lock  its  existing  service 
in  a  time  capsule  for  three  years.   Such  a  result  would  be  contrary  to  the 
stated  purpose  of  HR  2151  and  the  Merchant  Marine  Act  of  1936  as  it  would 
limit  and  weaken  the  domestic  merchant  marine  rather  than  promote  its 
existence  and  strength.    Clearly,  there  needs  to  be  a  temporal  relationship 
between  the  date  a  carrier  receives  stipend  payments  and  the  defining  date  for 
grandfathering  purposes. 
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In  addition,  even  if  the  level  of  common  carriage  is  more  properly  linked  to 
the  time  one  begins  to  receive  stipends,  Crowley  is  concerned  about  the  ability  to 
grow  in  a  given  trade.    Section  406(c)(2)(E)  purportedly  would  allow  a 
grandfathered  service  to  grow  but  this  growth  is  severely  limited.    First,  it  allows 
growth  only  one  year  after  the  overall  volume  in  the  trade  has  grown.    In  the 
dynamic  business  of  shipping,  one  year  later  may  be  too  late  to  enjoy  the  benefits  of 
market  growth.    Competitors  in  all  likelihood  will  have  already  filled  the  void. 
Second,  the  growth  allowed  is  exactly  tied  to  the  overall  growth  of  the  market. 
Thus,  if  the  overall  market  grows  5%  then  during  the  next  year  Crowley  could  only 
increase  its  capacity  by  5%.    This  is  operationally  impossible  to  implement.    For 
example,  if  Company  A  has  a  weekly  capacity  of  2200  FEUs,  then  Company  A 
could  add  capacity  of  1 10  FEUs  per  week.    Based  on  the  average  size  of  vessels 
Crowley  uses  in  the  Puerto  Rico  trade  this  would  mean  that  Crowley  could  add  1/4 
of  one  vessel  per  week.    This  is  an  operational  impossibility.    Moreover,  such  a 
limitation  on  growth  would  in  effect  allow  Crowley  to  compete  only  for  the  new 
volume  and  restrict  Crowley  from  competing  for  a  larger  share  of  existing  volume. 
That  scenario  certainly  would  not  be  an  incentive  for  continued  service  and  price 
competition  and  the  ultimate  consumer  and  shippers  in  the  U.S.  and  Puerto  Rico, 
Alaska  and  Hawaii  would  be  the  eventual  losers. 

B.         Contract  Carriage 

In  addition  to  Crowley's  regularly  scheduled  common  carriage  service  to 
Puerto  Rico,  Alaska  and  Hawaii,  Crowley  also  offers  contract  carriage  on 


147 


Page  11 

inducement  primarily  to  Alaska.    This  service  either  supplements  the  limited 
common  carriage  in  the  area  or  is  the  only  service  to  those  areas  that  are  without 
any  regularly  scheduled  service. 

While  a  carefully  crafted  grandfathering  provision  may  solve  the  problems  of 
a  regularly  scheduled  common  carriage,  the  same  cannot  be  said  for  a  contract 
service  that  is  speculative  and  based  on  inducement.    Crowley  offers  just  such  a 
service.    Whereas  the  regularly  scheduled  service  utilizes  essentially  the  number  of 
vessels  it  needs  to  carry  the  steady  stream  of  cargo,  the  nature  of  Crowley's  contract 
business  is  quite  different.    Crowley  must  maintain  many  tugs  and  barges  in  a 
standby,  ready  to  operate  condition.    These  vessels  are  often  not  in  use  but  must  be 
there  and  ready  to  go  when  the  customers  in  the  noncontiguous  trades  need 
equipment  and  supplies.    There  is  very  little  predictability  to  this  business  and  it 
does  not  lend  itself  to  a  date  certain  for  grandfathering  purposes. 

Unlike  common  carriage,  which  has  relatively  stable  levels  of  service  over 
time,  contract  carriage  is  subject  to  extreme  fluctuations  from  year  to  year.    This  is 
particularly  true  in  Alaska  where  the  economy  reflects  the  success  or  failure  in  oil 
exploration  projects.    In  essence,  there  is  no  established  level  of  contract  service  as 
of  any  given  point  in  time. 

The  other  liner  operators  serving  Alaska  propose  that  Crowley's  contract 
carriage  to  Alaska  be  grandfathered  at  1 00%  of  the  capacity  of  equipment  dedicated 
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to  such  service  on  July  1,1992  and  actually  utilized  in  such  service  during  all  or  part 
of  the  two  years  preceding  July  1,  1992.    This  is  unacceptable  to  Crowley.    We  have 
a  large  number  of  vessels,  many  of  which  are  idle,  and  on  which  we  incur 
depreciation  and  maintenance  expense,    awaiting  work  opportunities  as  they  may 
arise.    The  time  frame  chosen  by  the  other  operators  is  not  representative  of  our 
experience.    If  their  proposal  were  adopted,  we  would  be  required,  in  order  to 
respond  to  invitations  to  bid  to  carry  cargo,  to  seek  the  Secretary  of  Transportation's 
approval  to  operate  a  number  of  vessels  higher  than  the  number  grandfathered.    This 
could  result  in  months  of  delay  as  interested  parties  intervene  and  cause  us  to  be 
non-responsive  to  the  bid  invitation.    Such  requests  to  the  Secretary  could 
conceivably  be  required  each  time  a  contract  carriage  bid  was  solicited. 

We  appreciate  the  efforts  of  this  subcommittee  to  solve  this  issue  by 
incorporating  the  language  found  in  Section  405  (c)(2)(C)(v).    While  it  is  far  better 
than  the  hamstring  approach  put  forward  by  some  of  the  domestic  operators  it  still 
has  problems.    First,  Crowley's  contract  carriage  involves  not  only  the  trade  between 
Alaska  and  Washington  but  the  trade  with  the  entire  lower  48.    Second,  this  service 
not  only  services  areas  not  served  by  regularly  scheduled  common  carriage  but  also 
supplements  areas  serviced  by  the  common  carriage  system. 

Finally,  grandfathering  historical  capacity  regardless  of  the  date  used  may 
well  restrict  Crowley's  ability  to  participate  equally  in  any  sealift  for  future  oil 
exploration  similar  to  the  North  Slope  oil  pipeline  in  the  1970's.    Such  a  restriction 
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has  a  domino  effect  in  that  not  only  does  it  restrict  Crowley's  growth  but 
commensurately  lessens  the  work  that  Crowley  would  otherwise  be  giving  to  U.S 
shipyards  to  build  the  next  generation  of  tugs  and  barges  needed  for  the  next  sealift. 
While  we  cannot  be  certain  of  when  this  next  oil  exploration  sealift  will  occur  we 
certainly  cannot  forego  our  right  to  participate  in  it.   This  is  especially  so  when  one 
considers  that  this  has  been  one  of  Crowley's  core  business  centers  for  many,  many 
years.    With  regard  to  the  contract  tug  and  barge  operations  Crowley  respectfully 
requests  consideration  for  an  exemption  from  any  restrictions  under  Section  406  of 
HR  2151  similar  to  the  exemption  afforded  trucking,  rail  and  inland  barge  activities. 

We  look  forward  to  working  with  the  members  and  staff  of  the  subcommittee 
as  well  as  with  our  U.S.  flag  colleagues  and  competitors  in  our  continued  efforts  to 
bring  maritime  reform  to  as  successful  conclusion. 

Thank  you. 
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TESTIMONY  OF 

GEORGE  W.  VLANDIS 

SENIOR  VICE  PRESIDENT,  CHARTERING 

OMI  CORP. 


Good  afternoon,  Mr.  Chairman.   My  name  is  George  W.  Vlandis.   I  am  Senior 
Vice  President,  Chartering,  OMI  Corp.  OMI  is  the  second  largest  U.S.  independent 
bulk  vessel  operator. 

It  is  a  pleasure  to  have  the  opportunity  to  testify  in  favor  of  H.R.  2151,  the 
Maritime  Security  and  Competitiveness  Act  of  1993  and  H.R.  2152,  the  Merchant 
Marine  Investment  Act  of  1993.  OMI  applauds  the  leadership  this  Committee  has 
shown  on  the  very  critical  issue  of  the  future  of  this  nation's  merchant  marine.  The 
bipartisan  support  you  have  shown  for  the  U.S.  merchant  marine  is  particularly 
gratifying  to  the  many  U.S.-flag  operators  and  American  seafarers  who  are  working 
hard  to  provide  safe,  high  quality  shipping  services  on  U.S.-flag  vessels. 

In  1936  Congress  declared  a  U.S.  merchant  marine  was  necessary  for  our 
national  defense  and  the  development  of  our  foreign  and  domestic  commerce.  That 
determination  is  just  as  valid  today  as  it  was  more  than  50  years  ago.   H.R.  2151,  the 
maritime  reform  bill,  reaffirms  that  determination  and  provides  the  support  necessary 
to  continue  providing  U.S.-flag  services  in  an  international  economy. 
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Providing  a  reasonable  margin  of  support  for  U.S.-flag  tankers  to  operate  in  the 
international  market  is  a  cost  effective  investment  in  the  availability  of  ships  and  highly 
trained  crews  in  times  of  national  need.  Tankers  operating  in  the  commercial  market 
in  peace  time  reduce  the  need  for  government  expenditures  for  ships  to  be  kept  in 
reserve  for  times  of  national  emergency,  encourage  investment  in  more  modern 
tonnage,  and  assure  an  adequate  reserve  of  trained  mariners. 

OMI  therefore  supports  the  creation  of  a  maritime  security  fleet  that  would 
receive  the  support  needed  to  assure  U.S.-flag  vessels  will  remain  competitive  in  the 
world  market.  If  the  maritime  security  fleet  program  is  enacted,  one  of  the  likely 
benefits  of  such  a  program  will  be  a  reinvestment  in  the  nation's  militarily  useful  tanker 
fleet,  a  major  benefit  to  the  U.S.  merchant  marine  and  a  major  benefit  to  our  national 
security. 

But  to  be  fully  effective,  operational  support  for  a  continuing  U.S.  flag  fleet  must 
be  accompanied  by  full,  fair  and  effective  enforcement  of  the  cargo  preference  laws.  If 
U.S.  taxpayer  dollars  are  in  the  hold,  a  U.S.  flag  should  be  flying  on  the  stack. 
Government  agencies  must  not  be  permitted  to  contrive  excuses  for  circumventing  the 
law.  Cargo  preference  requirements  apply  only  to  a  very  small  portion  of  this  nation's 
agricultural  exports,  but  they  provide  an  essential  cargo  base  for  U.S.-flag  operators 
and  a  fair  portion  of  government  cargo  support. 
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OMI  also  supports  the  Committee's  efforts  to  make  the  U.S.  tax  laws  more 
reasonable  for  American  shipowners,  both  in  the  foreign  and  the  domestic  trades. 
The  higher  administrative  costs  of  operating  U.S.-flag  vessels  used  to  be  supported  by 
the  Subpart  F  reinvestment  rules  eliminated  in  1986.  The  1986  reinvestment  rules 
should  be  restored  and  other  tax  provisions,  such  as  those  included  in  H.R.  2152, 
should  be  designed  to  help  encourage  investment  in  U.S.-flag  shipping  assets. 
Authorization  of  the  use  of  CCF  funds  for  double-bottom  tankers  and  for  lease 
payments,  as  well  as  shorter  depreciation  schedules  for  all  vessels,  could  be  an 
important  factor  in  renewing  our  fleet. 

We  must  also  ensure  that  the  President's  proposed  BTU  tax  does  not 
inadvertently  harm  the  competitive  position  of  our  domestic  fleet  and  negate  the 
potential  benefits  of  the  Committee's  proposed  maritime  reform  bills.  As  currently 
proposed,  the  BTU  tax  would  apply  to  bunker  fuel  used  in  domestic  voyages,  but 
would  not  apply  to  bunker  fuel  used  in  international  voyages.  Where  domestic 
shipments  compete  with  international  shipments,  such  as  when  heating  oil  is  shipped 
to  the  Northeast,  this  difference  can  result  in  an  insurmountable  competitive  advantage 
for  the  foreign  flag  international  movement. 

Both  of  the  bills  introduced  by  the  Committee  offer  substantial  progress  in 
assuring  an  economically  viable  future  for  the  U.S.  merchant  marine.  OMI  and  other 
U.S.-flag  bulk  operators  look  forward  to  working  with  the  Committee  on  a  number  of 
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important  issues  raised  by  maritime  reform  efforts.  We  are  willing  to  work  with  you  to 
perfect  the  proposed  bills  and  to  generate  support  for  them. 

The  future  of  the  U.S.  merchant  marine  is  very  important  to  us  as  a  company 
and  to  us  as  a  nation.  The  U.S.  merchant  marine  must  be  strengthened  and 
maintained  if  this  nation  is  to  remain  a  world  power.  The  legislation  introduced  by  this 
Committee  takes  a  strong  and  important  step  in  assuring  the  future  of  the  fleet. 

I  appreciate  the  opportunity  to  offer  my  views  to  the  Committee  and  I  would  be 
happy  to  answer  any  questions  you  may  have. 
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Statement  of  Totem  Resources  Corporation 

Before  The  Subcommittee  On  Merchant  Marine 
United  States  House  of  Representatives 

Concerning 

H.R.  2151 
The  Maritime  Security  And  Competitiveness  Act  of  1993 


May  25,  1993 

Mr.  Chairman  and  members  of  the  Subcommittee:    I  am  Stanley  H.  Barer,  Chairman 
of  the  Board  of  Totem  Resources  Corporation  ("TRC").    I  appreciate  the  opportunity  to 
submit  this  statement  concerning  H.R.  2151,  the  Maritime  Security  and  Competitiveness  Act 
of  1993.   We  applaud  the  efforts  of  the  Committee  and  the  industry  to  assist  U.S. -flag 
carriers  in  foreign  commerce.    In  general  we  support  maritime  reform  and  this  legislation, 
but  we  strongly  oppose  one  provision  that  would  authorize  unlimited  competition  by  a 
subsidized  carrier  against  TRC's  unsubsidized  subsidiaries,  Foss  Maritime  and  Totem  Ocean 
Trailer  Express.    In  order  for  us  to  support  H.R.  2151,  that  provision  must  be  amended  to 
assure  that  it  grandfathers  existing  service  levels,  rather  than  exempting  current  service  from 
any  limitation.    We  have  attached  language  to  this  statement  which  accomplishes  that 
purpose. 

We  have  worked  hard  to  reach  a  compromise  concerning  how  to  implement  a  new 
subsidy  program  for  international  carriers  like  Sea-Land  and  Crowley  that  also  compete  in 
unsubsidized  domestic  trades.    We  have  largely  succeeded  in  compromising  the  differences 
which  have  made  this  a  difficult  and  controversial  issue  in  the  past.    Unfortunately,  H.R. 
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2151,  fails  to  reflect  the  substance  or  spirit  of  compromise  in  one  respect.    In  its  present 
form,  H.R.  2151  allows  Crowley  Maritime  Corporation  to  receive  subsidy  and  also  conduct 
virtually  unlimited  operations  in  Alaska,  in  direct  competition  with  TRC's  subsidiaries,  which 
have  never  received  a  dollar  of  subsidy. 

I.        Description  Of  Totem  Resources  Corporation. 

I  would  like  briefly  to  describe  Totem  Resources  Corporation  and  its  role  in  the 
unsubsidized  domestic  trades.   TRC  is  a  Seattle-based  holding  company  for  three  maritime 
companies: 

•  Totem  Ocean  Trailer  Express  ("TOTE")  is  an  unsubsidized  carrier  operating  two 
U.S. -built,  U.S. -flag  vessels  in  the  trade  between  the  Pacific  Northwest  and  Alaska. 
A  third  U.S. -built,  U.S. -flag  vessel  will  join  TOTE's  fleet  beginning  June  4,  1993. 
All  of  TOTE's  vessels  have  been  built  and  operated  without  a  single  dollar  of 
subsidy.   TOTE  competes  directly  with  Sea- Land  and  Crowley  for  every  piece  of 
cargo  TOTE  carries. 

•  Foss  Maritime  is  a  Jones  Act  tug  and  barge  company  active  up  and  down  the  entire 
West  Coast,  including  Alaska.    It  operates  a  fleet  of  over  125  modern,  well-equipped 
vessels,  all  of  which  were  built  in  U.S.  yards  and  are  U.S. -flag  and  U.S.-crewed. 
Foss  has  competed  with  Crowley  for  nearly  100  years  and  currently  competes  directly 
and  substantially  with  Crowley  for  cargo  moving  to  Alaska. 

•  Interocean  Management  Corporation  is  a  Philadelphia-based  company  which 
provides  ship  management  and  operations  services  for  U.S. -flag  vessels.    It  manages 
ships  for  a  variety  of  U.S. -flag  carriers  and  also  for  the  United  States  Maritime 
Administration. 

These  three  companies  provide  jobs  for  approximately  one  thousand  employees,  primarily  in 

the  States  of  Alaska  and  Washington. 
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II.       Maritime  Reform  Is  Badly  Needed,  But  Raises  Issues  Of  Fairness 
To  Unsubsidized  Domestic  Carriers. 

U.S. -flag  carriers  need  and  deserve  our  Government's  support  so  they  can  be  more 
competitive  in  international  trades  under  the  U.S.  flag.   We  commend  the  Committee  and  the 
international  carriers  for  drawing  attention  to  this  issue  and  trying  to  resolve  it.   The  United 
States  needs  an  effective  maritime  fleet  both  internationally  and  domestically.    It  is  not  in  the 
national  interest  to  allow  the  international  U.S. -flag  fleet  to  disappear. 

TRC  has  testified  many  times  on  these  issues,  most  recently  before  this  Subcommittee 
on  July  23,  1992.    Subsidy  is  intended  to  make  U.S. -flag  carriers  more  competitive  with 
foreign  carriers.    TRC  is  not  a  foreign  carrier;  it  is  a  domestic,  U.S. -flag  carrier  that  has 
never  received  subsidy.    We  are  concerned  that  an  unintended  consequence  of  maritime 
reform  may  be  to  put  our  company  at  a  disadvantage,  rather  than  levelling  the  playing  field 
with  foreign  carriers.    The  underlying  issue  is  the  same  today  as  it  has  been  in  the  past:    In 
the  legitimate  and  badly  needed  effort  to  make  U.S. -flag  international  carriers  more 
competitive  with  respect  to  their  foreign  competition  -  levelling  the  playing  field  --  how  does 
Congress  address  the  un-leveling  of  the  playing  field  where  those  international  carriers 
compete  directly  in  domestic  trades  against  unsubsidized  domestic  carriers? 

In  1936  Congress  answered  that  question  by  separating  the  unsubsidized  domestic 
trades  from  the  subsidized  international  trades.    In  the  past,  TRC  has  strongly  supported' 
continuing  and  strengthening  this  separation.    We  have  testified  that  carriers  should  be  forced 
to  choose  between  being  subsidized  and  being  in  domestic  trades.    During  the  past  year, 
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however,  TRC  has  been  willing  to  compromise  in  order  to  enhance  the  prospects  for  reform 
of  international  maritime  operations. 

III.      TRC  Has  Compromised  In  Order  To  Support  Maritime  Reform. 

In  general,  TRC  has  agreed  with  APL,  Crowley,  Matson  and  Sea-Land  on  a 
compromise  that  (a)  allows  APL,  Crowley  and  Sea-Land  to  receive  subsidy;  (b)  grandfathers 
their  existing  domestic  operations  at  specified  levels;  (c)  allows  automatic  increases  in 
grandfathered  capacity  as  the  trades  grow;  and  (d)  allows  subsidized  carriers  to  enter  or 
expand  in  domestic  trades  if  service  ever  proves  inadequate. 

TRC's  willingness  to  compromise  on  this  issue  is  no  small  sacrifice.   TRC's  largest 
subsidiaries,  Foss  and  TOTE,  operate  almost  exclusively  in  domestic  trades,  and  neither  has 
received  a  single  dollar  of  subsidy.    Foss's  largest  and  most  direct  competitor  is  Crowley 
Maritime,  which  would  be  eligible  for  subsidy  under  H.R.  2151.   TOTE's  largest  and  most 
direct  competitor  is  Sea-Land,  which  would  also  be  eligible  for  subsidy.    And  TOTE's  other 
principal  competitor  is  Crowley. 

Foss  and  TOTE  compete  every  day  with  Crowley  and  Sea- Land.  Under  H.R.  2151, 
Crowley  and  Sea-Land  will  be  eligible  for  millions  of  dollars  of  federal  subsidies.  Foss  and 
TOTE  will  continue  to  receive  no  subsidy  funds. 

I  am  pleased  to  report  that  we  have  reached  complete  agreement  with  Sea-Land  on  all 
issues.  The  only  area  where  TRC  has  been  unable  to  reach  a  compromise  is  with  respect  to 
contract  carrier  operations  by  Crowley  in  Alaska.    Crowley  seeks  the  ability  to  obtain 


159 


subsidy  and  provide  contract  carriage  in  Alaska  without  any  limitations.   This  is  not 
acceptable  to  TRC. 

TRC  has  already  agreed  that  there  will  be  no  limitations  on  Crowley's  operations  in 
the  48  contiguous  states,  even  though  Crowley  and  Foss  have  competed  directly  in  that 
market  for  nearly  100  years  without  either  company  receiving  subsidy,  and  even  though 
Section  805(a)  of  the  1936  Act  would  restrict  Crowley's  operations  if  it  received  operating 
differential  subsidy.    TRC  has  agreed  that  Crowley's  existing  common  carrier  operations 
(and  Sea-Land's)  will  be  grandfathered  at  current  levels,  and  that  Crowley  and  Sea-Land  may 
add  capacity  as  the  trade  grows,  without  being  required  to  obtain  the  approval  which  Section 
805(a)  would  require  if  they  received  ODS. 

TRC  has  not  been  willing  to  agree  that  Crowley's  contract  carrier  operations  in 
Alaska  be  completely  unrestricted  after  it  receives  subsidy.    Crowley  has  insisted  on  such  an 
exemption,  even  though  its  contract  carrier  operations  compete  directly  with  Foss  and  TOTE 
and  even  though  Section  805(a)  would  prohibit  Crowley  from  continuing  those  operations  and 
also  receiving  subsidy  under  current  law. 

iv.      Foss  And  TOTE  Compete  Directly  With  Crowley's  Contract 
Carrier  Operations. 

Although  our  dispute  with  Crowley  is  limited  to  contract  carrier  operations,  from  a 
business  perspective,  there  is  no  real  difference  between  competing  against  Crowley's 
common  carrier  operations  and  its  contract  carrier  operations.    Unscheduled,  contract 
carriage  competes  for  the  same  cargo  as  scheduled  service.    The  only  difference  is  that 
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unscheduled  service  dees  not  sail  until  the  barge  is  full,  but  scheduled  service  sails  on  fixed 
days  of  the  week.    Otherwise,  scheduled  and  unscheduled  service  compete  for  every  piece  of 
cargo  in  the  trade. 

For  example,  one  of  Foss's  principal  lines  of  business  is  transportation  of  fuel  oil  to 
remote  communities  in  Western  Alaska.    Crowley  also  provides  that  service,  and  can  provide 
it  either  as  a  common  carrier  or  as  a  contract  carrier.    Similarly,  TOTE's  RO-RO  ships 
compete  with  Crowley  in  transporting  drilling  rigs  and  other  special  "oversized"  cargo  which 
does  not  fit  into  standard  cargo  containers  and  is  often  intended  for  special  construction 
projects.    Once  again,  Crowley  can  provide  that  service  on  either  a  common  carrier  or  a 
contract  carrier  basis. 

Crowley  contends  that  there  is  no  justification  for  restricting  its  contract  carrier 

operations  "just"  because  it  would  receive  subsidy,  but  basic  fairness  demands  some 

restrictions  for  the  simple  reason  that  Crowley  stands  to  receive  millions  of  dollars  of  federal 

subsidy  and  Foss  and  TOTE  do  not.    In  the  past,  TRC  and  Crowley  agreed  on  this  principle. 

In  1981  and  1986,  when  Crowley  thought  of  itself  as  an  unsubsidized  carrier  instead  of  a 

potential  recipient  of  subsidy  dollars,  Crowley  testified  in  opposition  to  efforts  to  weaken  the 

prohibition  against  subsidized  carriers  operating  in  domestic  trades. 

Crowley  must,  therefore,  oppose  the  grandfathering  of  any  existing  domestic 
services,  or  permissions  for  domestic  services  without  the  requirement  for  a 
Section  805(a)  hearing.  .  .  . 


....  Conversely,  it  is  admitted-and  has  come  to  be  accepted-that  the  subsidized 
operator  will  enjoy  some  subsidy  benefit  in  the  domestic  trade.  Crowley  believes 
this  is  unfair.  .  .  .  [W]e  think  there  is  no  good  reason  for  a  subsidized  carrier  to 
be  operating  in  the  domestic  trade,  much  less  to  be  operating  in  the  domestic 
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trade  with  a  subsidy  benefit  which  ought  to  be  cloistered  exclusively  in  the 
foreign  trade. 

Statement  of  Thomas  L.  Mills,  on  behalf  of  Crowley  Maritime  Corp. ,  Hearing  before  the 

Subcommittee  on  Merchant  Marine  of  the  Committee  on  Commerce,  Science  and 

Transportation,  United  States  Senate,  Ninety-Ninth  Congress,  Second  Session,  on  S.2662 

(July  24,  1986),  S.  Hrg.  99-994  at  109-10. 

U.S. -flag  carriers  receiving  public  funds  should  not  be  permitted  to  utilize  the 
advantage  gained  therefrom  to  compete  with  unsubsidized  U.S. -flag  carriers  in 
the  domestic  coastwise  trades  from  which  foreign-flag  carriers  are  excluded. 
Such  competition  and  operation  by  subsidized  carriers  is  thus  by  existing  law 
presumptively  unfair  as  between  subsidized  and  unsubsidized  U.S. -flag  carriers. 
.  .  .  Congress  has  recognized  that  a  carrier  whose  operations  are  principally 
supported  by  revenue  and  subsidy  in  the  foreign  trade  will  have  an  inherent 
advantage  over  non-subsidized  lines  which  are  confined  to  the  smaller  domestic 
trade  and  receive  no  subsidies. 

Statement  of  Thomas  E.  Garside,  Vice  President,  Crowley  Maritime  Corp. ,  Hearing  before 

the  Subcommittee  on  Merchant  Marine  of  the  Committee  on  Commerce,  Science,  and 

Transportation,  United  States  Senate,  Ninety-Seventh  Congress,  First  Session,  on  S.  1682 

(Oc  joer  16,  1981),  Serial  No.  97078  at  73. 

The  points  which  Crowley  emphasized  in  that  testimony  are  still  valid.    Indeed,  they 
are  sufficient  reasons  to  exclude  Crowley  from  the  domestic  trades  entirely  if  it  were  to 
receive  subsidy.    In  the  interests  of  compromise  and  promoting  maritime  reform,  however, 
TRC  has  offered  to  accommodate  Crowley's  interests  by  grandfathering  Crowley's  service. 
A  similar  solution  has  been  acceptable  to  Sea-Land,  but  not  to  Crowley. 

TRC  cannot  agree  to  Crowley's  demand  that  its  contract  carrier  operations  be  exempt. 
Virtually  any  cargo  that  can  move  in  common  carriage  can  also  move  in  contract  carriage. 


162 


Alaska  is  TRC's  business.    If  we  lose  money  in  Alaska  because  of  subsidized  competition, 
we  cannot  make  it  up  in  another  trade. 

V.       Subsection  406(c)(2)(C)(v)  Is  Unacceptable  In  Its  Present  Form. 

In  its  present  form,  subsection  406(c)(2)(C)(v)  could  be  read  to  allow  Crowley  to 
receive  subsidy  and  conduct  unlimited  contract  carrier  operations  in  Alaska.    First,  the 
subsection  does  not  require  that  the  grandfathered  equipment  actually  be  dedicated  to  the 
Alaska  trade  on  the  grandfather  date.   Therefore  equipment  that  was  used  in  Alaska  10  years 
ago,  but  has  been  in  the  Gulf  for  the  last  decade  would  be  grandfathered.    Second,  Crowley 
is  able  to  choose  any  year  after  1979,  but  the  purpose  of  grandfathering  is  to  preserve 
current  operations,  not  operations  which  may  have  ceased  12  years  ago.    Third,  the 
calculation  of  capacity  is  ambiguous.    As  drafted,  the  subsection  could  be  interpreted  to  mean 
that  every  piece  of  equipment  that  was  ever  employed  in  Alaska,  even  for  only  one  day, 
could  be  grandfathered  and  allowed  to  operate  365  days  per  year. 

As  a  practical  matter,  therefore,  subsection  406(c)(2)(C)(v),  could  be  read  as  the 
equivalent  of  what  Crowley  has  sought  from  the  beginning:   a  total  exemption  of  its  contract 
carrier  operations  in  Alaska.    Crowley's  position  is  simple.    It  should  be  able  to  receive 
federal  tax  subsidy  dollars  and  compete  against  both  Foss  and  TOTE,  neither  of  which  have 
ever  received  any  subsidy,  without  any  restrictions.    This  is  the  opposite  of  Congress's 
historic  determination  that  the  subsidized  international  trades  should  be  kept  separate  from 
the  unsubsidized  domestic  trades. 
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Thus  Crowley's  contention  that  TRC's  language  is  too  restrictive  is  nothing  less  than 
an  attack  on  the  principle  of  grandfathering  itself.   The  purpose  of  grandfathering  is  to  allow 
continuation  of  on-going  operations.   TRC's  proposed  language  would  allow  that.    In 
addition,  the  bill  allows  Crowley  to  expand  its  service  as  the  volume  of  cargo  in  the  trade 
increases.    This  gives  Crowley  ample  flexibility  to  maintain  its  operations  and  to  expand 
them  as  the  Alaska  economy  grows.    The  only  "restriction"  is  that  it  does  not  give  Crowley  a 
blank  check  to  use  its  millions  of  dollars  of  tax  subsidy  to  engage  in  unlimited  competition 
with  unsubsidized  carriers  in  Alaska. 

VI.      TRC  Is  Still  Prepared  To  Compromise  By  Grandfathering 
Crowley's  Contract  Carrier  Operations  At  1992  Levels. 

TRC  supports  the  attached  language  which  would  allow  Crowley  to  continue  its 
contract  carrier  operations  at  1992  levels.   This  language  was  previously  agreed  to  by 
Matson  and  Sea-Land,  as  well.   We  believe  it  provides  a  fair  and  reasonable  compromise 
between  Crowley's  demands  for  unrestricted,  subsidized  contract  carriage  and  TRC's  desire 
for  a  level  playing  field  when  its  unsubsidized  subsidiaries  compete  with  a  Crowley  Maritime 
Corporation  which  has  been  strengthened  by  federal  subsidy  dollars. 

The  attached  amendment  permits  Crowley  to  continue  its  contract  carrier  operations  in 
Alaska  at  the  same  level  as  during  the  two  years  prior  to  July  1,  1992.   The  language  is 
intended  to  assure  that  the  contract  carriage  does  not  supplement  Crowley's  common  carrier 
service  nor  can  it  replace  common  carrier  service  that  was  terminated  after  July  1,  1992. 
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In  addition,  it  is  our  intent  that  the  term  "annual  capacity"  be  interpreted  as  follows: 
For  each  barge  or  other  piece  of  equipment,  the  "annual  capacity"  being  grandfathered  is  the 
physical  capacity  of  the  barge  times  the  number  of  voyages  which  that  barge  actually  made 
during  the  calendar  year.    Crowley  is  still  allowed  to  substitute  different  equipment, 
however,  in  case  a  particular  barge  has  sunk  or  been  moved  to  a  different  part  of  the  world. 
The  only  restriction  on  such  substitution  is  that  the  total  annual  capacity  may  not  exceed  the 
amount  grandfathered  under  this  subsection. 

CONCLUSION 

In  the  interests  of  advancing  maritime  reform  for  the  benefit  of  US. -flag  international 
carriers,  TRC  has  been  willing  to  compromise  on  its  previous  insistence  that  the  unsubsidized 
domestic  trades  remain  separate  from  the  subsidized  international  trades.   TOTE  and  Foss 
are  prepared  to  continue  competing  head-on  with  Crowley  and  Sea-Land,  even  though  we 
will  not  receive  subsidy  and  Crowley  and  Sea-Land  would.    All  we  ask  is  that  Crowley's 
actual  1992  contract  carrier  operations  be  grandfathered,  rather  than  be  unrestricted  upon 
receipt  of  subsidy.   To  our  knowledge,  our  position  is  opposed  only  by  Crowley  and  not  by 
any  Jones  Act  carrier  or  any  current  or  proposed  subsidy  recipient.    With  that  assurance, 
TRC  is  prepared  to  support  maritime  reform  fully  and  enthusiastically,  but  subsection 
406(c)(2)(C)(v)  in  its  present  form  is  an  unacceptable  exemption  of  Crowley's  contract 
carrier  service,  and  it  must  be  changed  in  order  for  us  to  support  H.R.  2151.   Thank  you  for 
considering  our  views. 
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Explanation  of  Proposed  Revision  to  Subsection  406(c)(2)(C)(v) 

The  proposed  revision  permits  Crowley  to  continue  its  contract  carrier 
operations  in  Alaska  at  the  same  level  as  during  the  two  years  prior  to  July  1,  1992. 
The  contract  carriage  cannot  supplement  Crowley's  common  carrier  service  nor  can  it 
replace  common  carrier  service  that  is  terminated  after  July  1,  1992.  For  each  barge 
or  other  piece  of  equipment,  the  "annual  capacity"  being  grandfathered  is  the  physical 
capacity  of  the  barge  times  the  number  of  voyages  which  that  barge  actually  made 
during  the  calander  year.   Crowley  may  substitute  different  equipment,  in  case  a 
particular  barge  has  sunk  or  been  moved  to  a  different  part  of  the  world,  so  long  as 
the  total  annual  capacity  does  not  exceed  the  amount  grandfathered  under  this 
subsection. 
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Revision  To  Section  406(c)(2)(C)(v) 

(v)  unscheduled,  contract  carrier  tug  and  barge  service  between  points  in 
Alaska  not  served  by  the  common  carrier  service  permitted  under  clause  (Hi)  or  (iv) 
and  points  in  Washington,  with  an  annual  capacity  allocated  to  that  service  not 
exceeding  100%  percent  of  the  highest  total  capacity  of  the  equipment  that  was  (a) 
dedicated  to  such  service  on  Tulv  1,  1992  and  (b)  actually  utilized  in  such  service 
during  all  or  part  of  the  two  years  preceding  July  1,  1992.   employed  in  that  sorvico 
in  any  year  after  1979. 
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Mr.  Chairman  and  Members  of  the  Merchant  Marine  Subcommittees: 
I  am  C.  Bradley  Mulholland,  President  and  Chief  Executive 
Officer  of  Matson  Navigation  Company,  Inc.   I  appreciate  this 
opportunity  to  present  Matson' s  views  on  the  necessity  for 
incorporating  appropriate  noncontiguous  trade  restrictions  in  the 
"Maritime  Security  and  Competitiveness  Act  of  1993"  in  order  to 
achieve  fairness  to  exclusively  domestic  ocean  freight  services 
in  the  trades  between  the  contiguous  forty  eight  states  and 
Alaska,  Hawaii  and  Puerto  Rico. 

Like  others  in  the  industry,  we  have  followed  with  keen 
interest  the  efforts  to  revitalize  the  American  merchant  marine. 
As  introduced  in  H.R.  2151,  the  proposed  Maritime  Security  and 
Competitiveness  Act  of  1993  would  provide  a  new,  expanded  subsidy 
program  and  other  significant  benefits  to  U.S.-  flag  carriers 
operating  in  international  commerce.   While  we  share  the  desire 
for  a  strong  American  merchant  marine,  any  program  to  aid  U.S.- 
flag  carriers  operating  in  foreign  trades  must  not  be  implemented 
at  the  expense  of  the  unsubsidized  carriers  operating  in  the 
offshore  domestic  trades.   Since  1882,  Matson  has  provided 
service  to  Hawaii  without  interruption,  including  service  during 
the  First  and  Second  World  Wars  as  agent  of  the  U.S.  Government. 
To  maintain  and  improve  the  high  level  of  service  demanded  by 
Hawaii's  island  economy,  Matson  has  continuously  reinvested  in 
vessels,  containers,  and  container  handling  eguipment  designed 
for  and  dedicated  to  that  service.   We  have  introduced 
containerization,  intermodal  connections,  larger  and  faster 
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vessels,  and  other  significant  productivity  improvements. 
Today,  Matson  operates  an  efficient, "unsubsidized  fleet  of  nine 
container  and  combination  container  and  roll-on/roll-off  vessels 
dedicated  to  the  Hawaii  service.   These  vessels  provide  four 
sailings  per  week  between  U.S.  west  coast  ports  and  the  port  of 
Honolulu  on  the  island  of  Oahu,  carrying  primarily  containerized 
cargo  and  automobiles.   Cargo  moving  between  the  Neighbor  Islands 
of  Hawaii,  Kauai,  and  Maui  and  the  U.S.  mainland  is  transshipped 
in  Honolulu  between  Matson' s  line-haul  vessels  and  its  two 
container  barges  and  one  roll-on/roll-off  barge.   On  the  return 
trip  from  Honolulu  to  the  U.S.  west  coast,  Matson ' s  line-haul 
vessels  carry  Hawaii's  agricultural  products,  livestock, 
household  goods,  and  other  cargo.   The  level  of  service  to  Hawaii 
provided  by  Matson  is  unequaled  by  any  other  carrier  in  any  trade 
and  is  so  recognized  all  over  the  world. 

As  an  exclusively  domestic  operation,  Matson ' s  Hawaii 
service  does  not  receive  a  government  subsidy  for  either  vessel 
construction  or  operation.   To  maintain  its  high  level  of  service 
in  this  very  competitive  market,  Matson  has  invested  nearly  a 
billion  dollars  since  1970,  including  $625  million  for  U.S. -built 
vessels  and  barges  and  $368  million  in  containers  and  shoreside 
equipment.   Last  summer  Matson  took  delivery  of  a  $151  million 
containership  built  in  San  Diego  —  the  first  new  commercial 
vessel  to  be  built  in  the  U.S.  shipyards  since  1987.   We  will 
soon  complete  material  improvements  on  the  first  of  four 
containerships  in  our  fleet,  including  converting  them  to  open 
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top  containerships,  thereby  eliminating  hatch  covers  and  the 
related  handling  expense,  and  making 'other  repairs  and 
improvements  that  will  lengthen  their  operating  lives.   We  have 
made  these  substantial  investments  and  commitments  in  a  generally 
predictable  legal  environment,  knowing  that  in  the  end  we  could 
prosper  only  by  providing  first-class  service  at  reasonable 
rates. 

We  look  forward  to  providing  a  second  century  of  service  in 
the  Hawaii  trade  and  to  continuing  our  program  of  fleet  renewal 
through  investment  in  new  and  improved  U.S. -built  ships.   For  us 
to  be  able  to  do  so,  however,  Congress  must  not  only  maintain  the 
essential  requirements  of  the  Jones  Act,  but  also  reaffirm  and 
strengthen  the  existing  statutory  ground  rules  which  protect 
unsubsidized  domestic  carriers  against  unfair  and  unequal 
participation  by  subsidized  U.S. -flag  and  foreign  trade  operators 
in  the  offshore  domestic  trades. 

This  requires,  most  importantly,  that  Congress  retain  the 
type  of  protection  for  domestic  operators  provided  by  Section 
805(a)  of  the  Merchant  Marine  Act  of  1936.   That  protection, 
wnich  applies  to  the  operating-differential  subsidy  program  in 
Title  VI  of  the  1936  Act,  is  in  Section  406  of  the  "Title  IV  - 
Maritime  Security  Fleet  Program"  which  H.R.  2151  would  add  to  the 
Merchant  Marine  Act  of  1936.   There  are  some  differences  between 
the  entire  text  of  Section  406  and  the  noncontiguous  trade 
language  agreed  to  by  American  President  Lines,  Matson,  Sea  Land 
and  Totem  Resources  which  is  in  Appendix  No.  4  to  the  liner 
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carriers  statement  submitted  to  the  Subcommittee  on  May  25,  1993. 
Matson  supports  substitution  of  the  language  in  Appendix  No.  4 
for  the  language  in  Section  406,  with  the  revision  of  Section  406 
(c) (2) (C) (v)  that  accompanied  the  statement  of  Totem  Resources 
Corporation  dated  May  25,  1993  concerning  H.R.  2151. 

Congress  must  be  careful  to  reaffirm  the  longstanding 
principles  that  have  promoted  our  country's  domestic  trade  fleet 
as  well  as  our  foreign  trade  fleet,  both  of  which  are  vital  to 
our  nation's  commerce  and  national  security. 

With  these  remarks,  we  offer  our  suggestions  on  how  Congress 
can  enhance  the  competitiveness  and  viability  of  all  segments  of 
the  American  merchant  marine,  including  Matson 's  ability  to 
continue  to  serve  the  people  of  Hawaii  without  financial  support 
from  the  taxpayers  of  this  country. 

In  enacting  a  subsidy  program  for  the  foreign  trades  in 
1936,  Congress  recognized  the  critical  need  to  prevent  recurrence 
of  the  destructive  impact  that  subsidies  paid  under  the  1928  mail 
pay  system  caused  to  unsubsidized  domestic  carriers.   To  that 
end,  Congress  provided  that  subsidized  carriers  were  to  be 
generally  barrec  from  competition  against  non-subsidized  carriers 
in  domestic  trader.   As  stated  by  the  Supreme  Court  in  Seatrain 
Shipbuilding  Corporations  v.  Shell  Oil  Company.  444  U.S.  572,  586 
(1980),  "[i]t  was  recognized  from  the  outset  that  substantial 
limits  would  have  to  be  placed  upon  the  entry  of  subsidized 
vessels  into  the  domestic  trade.   Any  other  result  would  have 
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been  disastrous  for  the  unsubsidized  Jones  Act  fleet  for  which 
that  trade  was  (and  is) reserved. " 

This  policy  must  be  continued  and  strengthened.   As  Congress 
considers  a  new  type  of  subsidy  to  U.S. -flag  international 
carriers  through  the  Maritime  Security  Fleet  Program,  as  well  as 
the  other  benefits  proposed  in  the  Maritime  Security  and 
Competitiveness  Act  of  1993  --  benefits  which  will  not  be 
afforded  to  the  exclusively  domestic  Jones  Act  carriers  —  it 
becomes  even  more  important  to  ensure  that  the  subsidized 
carriers  cannot  use  those  benefits  to  compete  unfairly  with  Jones 
Act  carriers. 

Congress  understood  in  1936  that  there  could  be  no  assurance 
that  domestic  carriers  would  be  able  to  make  the  necessary 
investments  in  vessels  and  equipment  for  a  dedicated  service  in 
the  domestic  trades  if  they  were  faced  with  subsidized 
competition  from  U.S.  international  carriers,  who  under  the  mail 
pay  system  were  free  to  serve  the  domestic  trades  at  their 
convenience. 

International  trade  operators  who  serve  the  domestic 
offshore  areas  such  as  Hawaii  with  a  stop-off  service  enroute  to 
foreign  ports  already  enjoy  a  structural  economic  advantage  that 
cannot  be  matched  by  exclusively  domestic  carriers.   This  arises 
from  the  different  balance  in  the  trade  flows  between  Hawaii  and 
the  west  coast  and  between  the  west  coast  and  the  countries  in 
the  Far  East.   The  foreign  trade  operator  —  utilizing  lower-cost 
vessels,  built  with  construction-differential  subsidy,  on  mixed 
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foreign  and  domestic  trade  voyages  —  can  call  at  Hawaii  on  its 
lower-rated,  backhaul  leg  going  to  the  Far  East,  relying 
principally  on  the  revenues  received  on  its  return  leg  carrying 
VCRs,  televisions,  and  other  high-value  items  directly  from  the 
Far  East  to  the  U.S.  west  coast.   No  eastbound  calls  are  made  in 
Hawaii  on  the  return  voyages  by  the  foreign  trade  operators.   By 
contrast,  an  exclusively  domestic  operator,  such  as  Matson, 
engaged  in  a  dedicated  turn-around  service  for  all  of  Hawaii, 
must  earn  most  of  its  revenue  west-bound  to  Honolulu  to  cover  its 
round-trip  costs,  as  the  inbound  leg  from  Hawaii  offers  only  one- 
third  the  cargo  volume  of  the  outbound  leg  to  Hawaii.   As  the 
Maritime  Administration  held  in  the  most  recent  Section  805(a) 
decision,  "[t]he  structural  unfairness  lies  in  the  fact  that  the 
exclusive  domestic  carrier  cannot  avoid  the  unprofitable  Hawaii 
to  mainland  leg."   Application  of  American  President  Lines,  Ltd., 
West  Coast  -  Hawaii,  25  SRR  1004,  1008  (MA  1990).   At  the  same 
time,  growers  and  producers  of  lower  value  cargo  in  Hawaii  depend 
on  the  availability  of  a  dedicated  turn-around  service  to  provide 
reliable  transportation  to  get  their  products  to  the  mainland. 

In  addition  to  such  structural  advantages  in  mixed-service 
operations,  receipt  of  government  subsidy  by  U.S. -flag  foreign 
trade  operators  has  given  and  will  continue  to  give  those 
operators  an  inherent  competitive  advantage,  not  obtainable  in 
the  marketplace,  that  can  provide  substantial  financial  support 
for  their  operations.   Indeed,  payment  of  the  new  form  of  subsidy 
under  Title  IV  will  provide  the  financial  support  that  U.S. -flag 


174 


foreign  trade  operators  have  said  is  essential  to  retaining  their 
vessels  under  U.S. -flag  documentation.   According  to  their  public 
statements,  unless  they  are  given  a  substantial  government 
subsidy  those  operators  will  transfer  their  vessels  to  a  foreign 
flag,  and  would  no  longer  be  eligible  to  engage  in  the  domestic 
trade.   The  payment  of  subsidy  to  preserve  a  U.S. -flag  presence 
in  the  foreign  trade  should  not  have  the  perverse  result  of 
undercutting  or  displacing  the  U.S. -flag  domestic  fleet. 

When  Congress  established  the  1936  subsidy  program  for  the 
foreign  trades,  it  mandated  that  subsidized  operators  and 
subsidized  vessels  in  principle  be  committed  exclusively  to 
foreign  trade  operations.   In  order  to  preserve  a  certain  amount, 
of  flexibility,  however,  Congress  provided  for  a  few  exceptions 
for  subsidized  operators  or  their  affiliates  to  engage  in  the 
domestic  trades.   Before  any  such  domestic  trading  can  be 
commenced,   however,  the  subsidized  operator  must  receive  written 
permission  from  the  Secretary  of  Transportation  under  Section 
805(a)  of  the  Merchant  Marine  Act  of  1936. 

Such  written  permission  was  not  intended  to  be  lightly 
regarded  or  routinely  granted.   Section  805(a)  specifically 
confers  both  a  right  to  a  hearing  and  a  right  of  intervention 
upon  any  party  interested  in  the  application.   Before  granting 
such  permission,  the  Secretary  must  make  two  independent 
findings:  first,  that  the  proposed  service  will  not  result  in 
unfair  competition  to  any  person  operating  an  exclusively 
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domestic  service;  and  second,  that  the  proposed  service  will  not 
prejudice  the  overall  objects  and  policy  of  the  1936  Act. 

The  Section  805(a)  requirement  applies  not  just  to 
incidental  domestic  trading  by  a  subsidized  vessel  itself,  known 
as  a  "mixed"  domestic  and  foreign  service.   It  also  extends  to 
any  vessel  operations  by  an  affiliate  of  a  subsidized  contractor 
or  "any  officer,  director,  agent,  or  executive  thereof." 
Domestic  operation  of  an  unsubsidized  vessel  subject  to  Section 
805(a)  by  a  subsidized  operator  or  by  reason  of  related  ownership 
or  other  affiliation  to  a  subsidized  operator  is  often  referred 
to  as  an  "affiliated"  service.   Both  mixed  and  affiliated 
services  require  Section  805(a)  approval. 

Thus,  it  is  not  enough  to  provide  that  the  subsidy  payments 
are  to  be  paid  to  the  agreement  operators  only  for  the  designated 
vessels  they  operate  in  the  foreign  trades.   Clearly,  where  a 
profitable  foreign-trade  carrier  does  not  now  receive  operating 
subsidy  under  the  existing  ODS  program,  the  subsidy  payments 
provided  by  the  new  program  will  directly  enhance  the  carrier's 
bottom  line,  an  enhancement  not  available  to  a  domestic  carrier 
like  Matson.   And  for  foreign-trade  carriers  now  receiving  ODS 
under  Title  VI  there  is  no  justification  for  removing  the  Section 
805(a)  restrictions  against  affiliate  operations  in  the  domestic 
trades  just  because  the  new  subsidy  payments  under  Title  IV  will 
bear  a  different  label. 

Consequently,  it  is  essential  that  Congress  reaffirm  the 
policy  of  Section  805(a):  that  unsubsidized  domestic  carriers  be 

8 


176 


provided  substantial  protection  against  unfair,  unequal 
competition  from  U.S.  government-supported  subsidized  carriers. 
We  therefore  urge  you  to  reaffirm  the  1936  Act  by  including  in 
the  final  legislative  package  the  noncontiguous  trade 
restrictions  in  Appendix  No.  4  to  the  ocean  carriers  joint 
statement  presented  May  25,  1993.   The  language  in  Appendix  No.  4 
specifies  the  exceptional  and  limited  conditions  under  which 
subsidized  operators  may  enter  the  domestic  trades  on  mixed 
voyages  or  by  an  affiliated  service.   The  stated  goal  of  the  new 
Maritime  Security  Fleet  Program  in  proposed  Title  IV  is  to 
revitalize  the  U.S. -flag  international  trades  through  a  subsidy 
program  intended  to  succeed  the  existing  ODS  program  in  Title  VI. 
Failing  to  include  the  historic  protections  afforded  unsubsidized 
domestic  operators  against  unfair  competition  by  subsidized 
carriers,  would  turn  back  the  clock  to  the  failed  mail  pay  system 
Of  1928. 

Given  our  additional  concern  that  some  decisions  by  the 
maritime  agency  have  deviated  from  the  original  statutory  scheme 
set  up  by  Congress  in  1936,  we  believe  it  is  essential  that  any 
permission  or  waiver  granted  to  a  federally  supported  U.S. -flag 
international  carrier  to  participate  in  the  noncontiguous  trades, 
on  a  level  that  exceeds  any  domestic  service  provided  by  such 
carrier  on  July  1,  1992,  be  conditioned  upon  an  express  finding 
that  existing  domestic  service  is  inadequate.   Adequacy  of 
existing  service  can  be  determined  in  terms  of  both  quantity  and 
quality  of  service.   This  standard  would  provide  the  measure  of 
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flexibility  intended  by  the  1936  Act  to  allow  a  subsidized 
operator  to  engage  in  the  domestic  trades  where  needed  to  fulfill 
the  statutory  goal  of  developing  a  merchant  marine  sufficient  to 
carry  all  our  domestic  commerce.   At  the  same  time,  where 
existing  domestic  service  is  adequate,  it  would  ensure  that 
subsidized  operators  continue  operating  in  the  foreign  trade,  for 
which  they  are  paid  subsidy,  and  thereby  contribute  to  the 
statutory  goal  of  carrying  a  substantial  portion  of  our  foreign 
commerce.   By  adopting  such  a  provision,  you  will  reaffirm 
longstanding  policy  and  promote  the  twin  goals  of  the  1936  Act. 

We  look  forward  to  working  with  the  Subcommittee  to  enhance 
the  competitiveness  and  viability  of  all  segments  of  the  American 
merchant  marine. 

Thank  you. 
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American  Maritime  Officers 

Affiliated  with  Maritime  Trades  Department,  AFL-CIO 

490  L'ENFANT  PLAZA  EAST,  SW  •  SUITE  3204  'WASHINGTON,  DC     •     20024 
PHONE  (202)  479-1166      FAX  (202)    479-1188 


RAYMOND  T.  McKAY 

President 


JEROME  E.  JOSEPH 

Executive  Vice-  President 


June  21,  1993 

The  Honorable  William  O.  Lipinski 

Chairman,  Subcommittee  on  Merchant  Marine 

U.S.  House  of  Representatives 

Merchant  Marine  and  Fisheries 

1334  Longworth  House  Office  Building 

Washington,  DC  20515-6230 

Dear  Chairman  Lipinski: 

Thank  you  for  your  letter  of  June  10,  1993  which  contained  questions  resulting  from 
the  May  25,  1993  hearing  on  H.R.  2151.   Our  answers  to  same  are  attached. 

We  support  you  and  your  effort  in  enacting  legislation  which  will  enhance  the  U.S. 
flag  merchant  marine. 

If  we  can  be  of  further  assistance  please  call  on  Charles  Crangle  or  me  at  any  time. 


Very  truly  yours, 

lerican  Maritime  Officers 


Joseph 

Vice  President 


xM0       " 
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ANSWERS  TO 

CHAIRMAN  LIPINSK1  QUESTIONS 

OF  JUNE  10,  1993 

Q.l.  The  level  or  assistance  provided  in  the  proposed  legislation  is  substantially 

lower  on  a  per  ship  basis  than  currently  provided  under  existing  ODS  agreements. 
Are  the  unions  prepared  to  oiler  concessions  to  vessel  operators  to  facilitate  their 
ability  to  remain  financially  viable? 

A.l.  The   American   Maritime   Officers,   affiliated   with   the    Maritime  Trades 

Department,  AFL-CIO,  has  under  contract(s),  in  the  Deep  Sea  Area,  better  than  120 
vessels  of  which  only  two  (2)  receive  ODS.  Obviously,  our  system  must  be  one  which 
assures  profitability  and  continued  viability  of  our  potential  and  existing  contracted 
Companies.  We,  of  course,  have  guidelines  which  must  be  and  are  adhered  to, 
including  but  not  limited  to,  identical  contracts  for  contracted  companies  competing 
in  the  same  trade;  maintenance  of  the  American  standard  of  living;  and  levels  of 
training  and  compensation  which  will  attract  the  highest  quality  Merchant  Marine 
Officers. 


Q.2.  Do  you  believe  that  the  proposed  legislation,  as  introduced,  will  provide 

enough  support  to  maintain  a  viable  U.S.  merchant  marine?  How  could  the  package 
be  improved  given  existing  budget  limitations? 

A.2.  The  proposed  legislation,  as  introduced,  will  provide  a  much  needed  boost  to 

this  U.S.  flag  Industry.  While  this  is  true,  it  will  not  maintain  that  viability  into  the 
next  decade.  Much  has  been  said  about  the  funding  of  this  proposed  legislation  in 
terms  of  finding  the  necessary  money  to  pay  for  ninety  (90)  or  more  vessels.  This 
proposed  legislation  contains  other  provisions  at  non-cost  to  the  U.S.  government 
which  will  considerably  enhance  this  Industry.  Any  legislation,  such  as  this,  should 
not  live  or  die  based  on  funding  for  only  ninety  (90)  ships.  The  U.S.  flag  fleet  should 
be  well  in  excess  of  this  number.  Having  said  that,  we  call  your  attentions  to  the 
attached  'Table  10:  U.S.  OCEANBORNE  FOREIGN  TRADE/COMMERCIAL 
CARGO  CARRIED"  out  of  "MARAD  '91"  published  by  D.O.T.  Maritime 
Administration.  This  Table  is  very  revealing  in  that  it  shows  that  the  percentage  of 
U.S.  commercial  trade  carried  in  U.S.  flag  vessels  is  a  disgrace  to  a  Nation  with  such 
a  maritime  tradition  as  that  enjoyed  by  the  United  States: 

LINER  TRADE:    Total  liner  trade  is  about  10%  of  total  trade  of 
which  U.S.  flag  liners  carry  19%  +/-. 

NON-LINER  TRADE:  Total  non-liner  trade  is  about  43%  +/-  of  the 
total  trade  with  U.S.  flag  vessels  consistently  carrying  2%  or  less. 


s]^ 


TANKER  TRADE:  Total  tanker  trade  is  about  45%  +/-  of  the  total 
trade  of  which  U.S.  flag  tankers  carrying  a  very  small  percentage  of 
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same. 

(NOTE:   1990  data  is  preliminary  and  not  considered,  herein,  for  that 

reason  only). 

AMO  believes  that  the  signing  of  bilateral  agreements  with  trading  partners 
will  result  in  increased  cargo  for  U.S.  flag  merchant  ships  without  cost  to 
Government  and  minimal,  if  any,  cost  to  consumers. 


Q.3.  Was  the  pool  of  trained,  American  merchant  seamen  available  during  the 

persian  Gulf  conflict  adequate  to  provide  crews  for  all  commercial  and  government 
vessels  involved  in  the  transportation  of  troops  and  supplies? 

A.3.  No.  The  only  way  to  alleviate  this  problem  is  to  have  an  active,  viable  U.S. 

flag  Merchant  Marine  which  will,  as  it  has  through  the  years,  be  ready,  willing  and 
able  to  serve  our  Country  during  emergencies  and  efficiently  during  periods  in  which 
the  security  of  the  United  States  is  not  an  issue. 
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AMERICAN  PRESIDENT  LINES,  LTD. 


Part  o(  the  American  President  Companies  group. 

July  7,  1993 

J.  Hayastii 
President 

Chiet  Executive  Otticer 


The  Honorable  William  O.  Lipinski,  Chairman 
Subcommittee  on  Merchant  Marine 
Committee  on  Merchant  Marine  &  Fisheries 
U.  S.  House  of  Representatives 
1334  Longworth  House  Office  Building 
Washington,  D.C.  20515-6230 

Dear  Mr.  Chairman: 

As  a  result  of  my  appearance  before  your  Merchant  Marine  Subcommittee  on  May  25, 
1993,  you  requested  that  I  answer  several  additional  questions  regarding  H.  R.  2151. 

It  was,  indeed,  a  pleasure  to  testify  before  your  subcommittee,  and  assure  you  that 
American  President  Lines,  and  its  employees  deeply  appreciate  your  time  and  effort  on 
this  very  important  issue. 

Enclosed  are  your  questions  retyped  and  the  appropriate  answers  to  each  question. 

I  look  forward  to  working  with  you  in  the  future.  If  I  can  be  of  any  further 
assistance,  please  do  not  hesitate  to  get  in  touch  with  me. 

Sincerely, 

jTHayashi 
cc:     M.  M.  Murphy 

Enclosure 


1111  Broadway 
Oakland.  CA 
94607  USA 
Tel:  (510)  272-8720 
Fax:  (510)  272-8930 
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QUESTIONS  &  ANSWERS 

MAY  25,  1993  HEARING  ON  H.R.  2151 

HOUSE  SUBCOMMITTEE  ON  MERCHANT  MARINE 


1.  In  your  opinion,  will  the  proposed  legislation  accomplish  its  goal  of  providing 
enough  incentives  to  maintain  a  viable  U.S.  merchant  marine?  How  could  the  package  be 
improved,  given  existing  budget  limitations? 

Mr.  Chairman,  you  and  the  cosponsors  of  H.R.  2151  are  to  be  commended  for  introducing 
this  legislation,  which  recognizes  the  necessity  of  developing  a  new  maritime  program  for 
the  United  States.  This  is  an  excellent  start,  but  there  are  some  additions  and 
corrections  which  must  be  made  in  order  for  U.S.-flag  operators  to  properly  utilize  this 
new  program.  The  necessary  improvements  to  H.R.  2151  are  found  in  our  joint  industry 
testimony  given  before  the  Merchant  Marine  subcommittee  on  May  25,  1993. 

The  most  important  concern  I  have  relates  to  the  limitation  which  H.R.  2151  imposes 
on  vessels  built  in  foreign  yards.  Because  of  the  limitation  restricting  foreign-built 
vessels  to  nonsubsidized  yards,  as  defined,  H.R.  2151  is  a  narrow  and  limited  program 
which  applies  to  existing  U.S.-flag  vessels  only.  Therefore,  this  legislation  will  not 
provide  for  the  revitalization  and  growth  of  the  U.S.-flag  because  it  does  not 
realistically  provide  for  the  addition  of  new  vessels  to  the  U.S.-flag  fleet. 

The  changes  we  have  proposed  to  H.R.  2151  will  not  have  a  material  budget  impact. 
The  liner  operators  have  indicated  a  willingness  to  discuss  a  program  which  provides  for 
less  than  110  ships  and  for  a  term  of  less  than  15  years  -  with  appropriate  conditions. 

The  annual  $2.5  million  per  ship  of  government  support  is  based  on  the  operators' 
best  calculations  of  the  difference  between  U.S.  and  foreign  crew  wages  after  collective 
bargaining  productive  improvements  have  been  realized.  If  government  annual  support  is 
to  be  less  than  $2.5  million  per  ship,  then  additional  productivity  improvements  will 
need  to  be  gained  in  order  for  U.S.  carriers  to  remain  competitive  in  international 
markets. 

2.  The  proposed  legislation  does  not  include  a  limitation  on  the  number  of  vessels  that 
may  be  enrolled.  Could  you  provide  a  realistic  estimate  of  the  number  of  vessels  that 
you  believe  should  be  supported  by  the  proposed  program? 

In  our  joint  industry  testimony,  we  suggested  that  the  U.S.-flag  MSF  program  should 
consist  of  110  vessels.  Today  we  can  identify  95  U.S.-flag  vessels  that  would  be 
qualified  for  a  new  maritime  program. 

3.  To  what  extent  would  existing  OPS  operators  transfer  vessels  into  the  new  program? 

American  President  Lines  is  an  ODS  operator,  and  can  only  offer  you  its  own  views. 
If  an  appropriate  maritime  program  is  enacted,  APL  will  review  its  options  and  compare 
the  new  program  to  the  existing  ODS  program.  If  conditions  were  correct  and  appropriate 
agreements  were  reached  with  our  labor  unions,  it  may  be  possible  for  APL  to  enroll  its 
modern  diesel  vessels  in  a  new  maritime  program  before  the  end  of  our  existing  ODS 
contract.  Based  on  our  present  information,  APL  cannot  envision  a  program  that  would 
provide  sufficient  funding  to  justify  enrolling  our  existing  steamships  before  the  end  of 
their  ODS  contract. 
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4.  Does  the  proposed  language  on  domestic  trade  restrictions  provide  an  adequate  level 
of  operating  flexibility  to  subsidized  carriers,  while  protecting  the  rights  of  domestic 
operators?  If  not,  has  the  industry  agreed  on  replacement  language? 

The  language  relating  to  domestic  trade  restrictions  in  H.R.  2151  does  not  represent 
the  agreement  reached  by  APL,  Sea-Land,  Matson,  and  Tote.  The  non-contiguous  trade 
language  to  which  these  four  operators  agreed  is  found  in  Appendix  4  of  the  joint 
industry  testimony  before  your  subcommittee  on  May  25,  1993.  These  are  the  only 
acceptable  provisions  relating  to  domestic  trade  restrictions. 

5.  Please  explain  how  a  U.S.-flag  fleet  is  important  to  the  economic  security  of  the 
United  States.  Do  you  really  think  foreign  lines  would  discriminate  against  American 
shippers? 

U.S.-flag  liner  operators  have  a  special  relationship  with  American  importers  and 
exporters.  This  relationship  assures  that  American  exporters  will  receive  fair  treatment 
and  competitive  access  to  international  transportation  services  which  will  enable  them  to 
compete  in  a  global  economy.  Several  major  exporters  have  recognized  the  importance  of 
having  a  U.S.-liner  operator  in  the  international  trades.  By  contrast,  a  state 
controlled  carrier  will  most  likely  be  an  extension  of  the  country's  export  policy  to 
assure  that  its  manufacturers  gain  extraordinary  market  share.  In  addition  to  countries 
with  state  controlled  carriers,  other  major  democracies,  such  as  Japan,  have 
well-coordinated  export  policies  which  assure  that  Japanese  market  share  is  maximized.  A 
recent  Business  Week  article  on  Japan  recognized  this  close  coordination  with  the 
following  statement:  "In  case  after  case,  the  sprawling  KEIRETSU  have  come  to  the  rescue 
of  their  members  and  affiliates." 

6.  If  Congress  fails  to  enact  maritime  revitalization  legislation  this  year,  what  steps 
do  you  plan  to  take  in  the  near  future  to  rationalize  your  fleets?  Have  you  discussed 
your  plans  with  maritime  labor? 

If  the  Administration  and  Congress  fail  to  enact  acceptable  maritime  reform 
legislation  this  year,  APL  will  have  no  other  choice  except  to  begin  the  process  of 
designing  a  fleet  that  will  be  competitive  without  U.S.-governrhent  support.  By 
necessity,  this  fleet  will  have  a  much  greater  reliance  on  foreign-flag  vessels,  which 
will  enable  APL  to  compete  in  the  international  marketplace.  Unfortunately,  in  May  the 
Administration  advised  APL  and  other  liner  operators  that  it  would  not  be  able  to 
introduce  a  maritime  reform  package  with  the  necessary  funding  this  year.  With  this 
unequivocal  decision,  APL  has  begun  to  plan  for  an  environment  without  support.  We  have 
kept  all  of  our  employees  apprised  of  why  a  new  maritime  policy  and  legislation  are 
necessary  and  the  specific  consequences  if  existing  promotional  programs  end  without  a 
replacement  maritime  program. 
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7.     Have  the  companies  and  the  unions  made  any  progress  in  achieving  productivity 
improvements  in  ship  operations?  Do  you  expect  such  discussions  to  result  in  meaningful 
cost  reductions? 

We  stated  in  response  to  question  1  that  for  annual  government  support  of  $2.5 
million  per  ship,  substantial  productivity  improvements  would  need  to  be  achieved  through 
the  collective  bargaining  process.  In  our  most  recent  collective  bargaining  negotiations 
with  three  of  our  offshore  labor  groups,  the  results  were  very  disappointing.  These 
three  unions  would  only  agree  to  a  three-year  package,  which  provided  them  with  an 
overall  12%  increase  in  benefits,  and  without  an  option  to  be  reviewed  if  significant 
maritime  reform  legislation  is  enacted.  This,  unfortunately,  demonstrates  the  lack  of 
cooperation  of  those  three  unions  to  address  the  necessary  productivity  improvements 
which  must  be  part  of  maritime  reform. 
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LIBERTY  MARITIME  CORPORATION 


July    29,     1993 


The  Honorable  William  0.  Lipinski 

Chairman 

Subcommittee  on  Merchant  Marine 

House  Committee  on  Merchant  Marine  and  Fisheries 

1334  Longworth  House  Office  Building 

Washington,  D.C.   20515 

Re:   May  25,  1993  Maritime  Reform  Hearing 

Dear  Mr.  Chairman: 

Thank  you  for  your  June  10,  1993  letter  requesting  that  I 
respond  to  additional  questions  to  complete  the  record  for  the  May 
25  hearing  on  H.R.  2151. 

I  appreciated  the  opportunity  to  appear  before  the  Merchant 
Marine  subcommittee.  As  I  stated  in  my  testimony,  you  and  the 
committee  leadership  on  both  sides  of  the  aisle  deserve  a  great 
deal  of  credit  for  forging  ahead  with  maritime  reform 
notwithstanding  the  Clinton  Administration's  decision  not  to  pursue 
maritime  reform  at  this  time. 

You  asked  whether  U.S. -flag  bulk  vessels  compete  in  the 
international  trades  without  government  assistance  and  what  kind  of 
program  would  be  necessary  to  keep  vessels  under  U.S.  flag.  At  the 
outset,  we  must  keep  in  mind  that  U.S . -flag  .bulk  rates  generally 
are  higher  than  foreign-flag  bulk  rates  because  U.S.  operators  must 
comply  with  a  variety  of  costly  obligations  imposed  by  the  U.S. 
government  while  receiving  very  limited  assistance  from  that  very 
government . 

We  do  not  object  to  these  obligations,  such  as  complying  with 
stricter  U.S.  tax,  environmental,  safety  and  labor  laws  and 
regulations  or  paying  U.S.  merchant  mariners  salaries  commensurate 
with  their  high  skills.  We  merely  point  out  that  they  have  a  cost. 
Nevertheless,  we  can  compete  in  the  international  marketplace  if  we 
take  a  few  key  steps.  For  U.S. -flag  bulk  operators,  a 
comprehensive  promotional  program  would  have  three  major  elements. 

The  first  element,  which  is  contained  in  H.R.  2151,  is 
promoting  investment  in  new  and  efficient  ships.  The  inclusion  of 
bulk  carriers  in  the  Maritime  Security  Fleet  and  the  waiver  of  the 
three-year  wait  rule  for  newly-constructed  foreign-built  bulk 
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carriers  will  encourage  investment  in  new  ships  and  thereby 
increase  our  international  competitiveness. 

The  second  element  is  assuring  a  reliable  cargo  base  from 
which  we  can  expand  into  commercial  markets.  For  most  dry  bulk 
operators,  our  cargo  base  is  U.S.  government -generated  cargo 
subject  to  cargo  preference.  Unfortunately,  every  year  cargo 
preference  is  under  congressional  attack,  as  we  have  seen  recently 
with  the  Russian  food  aid  program.  The  resulting  uncertainty  makes 
it  difficult  to  obtain  financing  to  build  the  new  and  efficient 
ships  that,  in  the  long  run,  bring  rates  down. 

In  this  regard,  enactment  of  Torricelli- type  cash  transfer 
reform  legislation  would  help  assure  a  reliable  cargo  base.  Also 
helpful  would  be  a  prohibition  on  USDA  misusing  agricultural  export 
programs  exempt  from  preference,  such  as  the  GSM- 102  credit 
guarantee  program,  to  fund  what  is  essentially  give-away  foreign 
aid.  We  have  seen  that  most  recently  with  Russia,  where  USDA 
guaranteed  over  $2  billion  in  Russian  loans  when  everyone  knew  that 
the  Russians  would  eventually  default.  Had  USDA  used  one  of  the 
food  aid  programs,  cargo  preference  would  have  applied. 

The  third  element  is  improving  administration  of  the  cargo 
preference  program.  All  too  often,  shipper  agencies  have  taken  the 
attitude  that  delays  and  price-gouging  are  our  problem,  not  theirs. 
To  illustrate,  one  of  our  vessels,  the  LIBERTY  STAR,  awaited  a 
berth  in  Tallinn,  Estonia  for  almost  three  weeks  because  the 
Belarussians,  the  food  aid  recipient,  could  not  work  out  discharge 
arrangements  with  the  Estonians.  Initially,  USDA  told  us  that  the 
delay  was  a  "commercial  matter"  and  declined  to  intervene.  After 
congressional  prodding,  however,  USDA  finally  came  around  and  was 
helpful  in  limiting  the  delay. 

You  noted  that  bulk  operators  under  existing  ODS  agreements 
often  fail  to  utilize  fully  those  agreements  and  asked  whether  a 
program  of  direct  subsidy  is  necessary  to  support  the  bulk  fleet. 
The  reason  dry  bulk  operators  do  not  fully  utilize  their  ODS 
agreements  is  that  we  voluntarily  give  up  the  right  to  that  subsidy 
when  we  transport  U.S.  government -generated  food  aid  cargoes 
subject  to  cargo  preference.  When  we  operate  in  the  commercial 
trade,  subsidy  helps  us  compete  with  foreign  operators  who  employ 
third-world  crews  and  enjoy  the  benefits  of  lax  safety, 
environmental,  tax  and  labor  regulation  by  "flag-of -convenience" 
governments . 

You  asked  what  can  be  done  to  improve  cargo  preference 
enforcement.   Before  responding,  we  should  all  remember  that  MarAd 
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has  sweeping  authority  under  section  901(b)  (2)  of  the  Merchant 
Marine  Act,  1936,  to  enforce  cargo  preference.  We  trust  that  MarAd 
will  be  more  assertive  during  the  Clinton  Administration  than  it 
was  during  the  Reagan-Bush  years  in  using  that  authority.  As 
discussed  above,  the  first  way  to  improve  preference  enforcement  is 
to  make  sure  that  shipper  agencies  do  not  evade  cargo  preference 
requirements,  as  USDA  did  with  the  Russian  credit  guarantee 
program.  The  second  way  to  improve  preference  enforcement  is  to 
make  sure  that  U.S.  operators  get  the  benefit  of  cargo  preference 
when  it  does  apply.  The  purpose  of  the  program  is  frustrated  when 
foreign  aid  recipients  can  delay  our  ships,  as  was  our  experience 
in  Tallinn,  Estonia,  and  over-charge  us  for  services  in  the  ports. 

You  asked  whether  bulk  operators  support  an  age  limitation  for 
vessels  participating  in  the  preference  trades  and  whether 
significant  new  construction  would  result.  In  my  view,  while  an 
age  limitation  is  a  good  suggestion  worthy  of  further  study,  the 
best  way  to  encourage  investment  in  new  and  efficient  vessels  is 
waiving  the  three-year  wait  rule  for  newly- constructed  foreign- 
built  bulk  vessels,  enrolling  bulk  vessels  in  the  Maritime  Security 
Fleet  and  assuring  full  and  fair  enforcement  of  cargo  preference. 

Your  final  question  was  whether  there  is  any  defense  sealift 
need  for  tankers  and  dry  bulk  vessels.  My  answer  is  an  unequivocal 
yes.  With  respect  to  tankers,  tankers  transport  fuel  to  our 
troops.  We  will  not  always  have  the  convenience  of  fighting  the 
next  war  from  the  world's  biggest  gas  station,  Saudi  Arabia.  With 
respect  to  dry  bulk  vessels,  they  are  available  to  transport  food, 
commodities  and  equipment  to  our  troops.  For  that  reason,  all 
vessels  constructed  with  U.S.  assistance  or  under  section  615  of 
the  Merchant  Marine  Act,  1936  (including  the  dry  bulk  carriers 
operated  by  Liberty) ,  have  militarily  useful  features  such  as 
special  deck  and  hold  fittings.  And  most  important,  all  U.S. -flag 
vessels  assure  a  skilled  manpower  base. 

Once  again,  I  believe  I  speak  for  the  entire  bulk  community 
when  I  commend  you  and  the  committee  for  taking  the  lead  on 
maritime  reform.  These  are  difficult  times  for  the  industry  and 
only  with  your  leadership  can  we  succeed  in  revitalizing  the 
merchant  marine . 


Sincerely, 


&$k 


Philip  J.  Shapiro 
President  and  CEO 
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RESPONSES  TO  QUESTIONS  FROM  LYKES  BROTHERS  STEAMSHIP  COMPANY 


The  proposed  legislation  would  provide  sufficient 
incentive  to  maintain  a  U.S.  merchant  marine  of  modern 
ships  of  high  productivity  and  maintain  the  professional 
work  force  afloat  and  ashore  provided: 

a)  There  is  an  orderly  method  of  transition 
for  those  operators  now  in  the  ODS  program  to 
phase  out  their  older  ships,  acquire  high 
quality  replacements  and  enter  those 
replacements  when  acquired  into  the  new 
programs.  This  requires  a  much  longer  space 
of  time  than  30  months  (the  time  to  develop, 
contract  for,  and  receive  a  single  new 
building)  when  applied  to  the  replacement  of 
large  numbers  of  ships  (18)  as  is  the  case 
with  Lykes. 

b)  Given  existing  budget  limitations  the 
desire  to  spread  finite  funding  over  as  large 
a  number  of  ships  as  possible  must  be  balanced 
with  the  need  to  have  approximate  parity  with 
the  low  cost  of  operation  of  competitors  using 
world  class  crews.  The  whole  effort  will  fail 
and  the  funds  wasted  if  we  do  not  achieve 
competitive  net  wage  conditions  for  operators 
using  U.S.  crews.  The  numbers  of  ships  should 
be  reduced  on  an  equitable  basis  (10%-20%)  for 
all  operators  rather  than  diluting  the  support 
per  ship  to  an  unworkable  level.  This  is 
particularly  apparent  in  the  upside  down 
reasoning  that  future  years  will  see 
reductions  in  manning  costs  due  to  some 
imagined  efficiencies  that  would  apply  only  to 
U.S.  operators. 

The  figure  of  95  vessels  is  a  desirable  goal,  however, 
Lykes  would  be  willing  to  reduce  its  theoretically 
qualified  vessels  (23)  by  a  percentage  if  all  others  were 
willing  to  do  the  same  in  order  to  create  a  program  that 
works  within  budget  constraints. 

If  the  program  were  to  be  developed  along  the  lines 
suggested  above  and  with  certain  other  proposed  changes 
which  the  liner  coalition  will  provide,  I  believe  all  of 
the  exiting  ODS  operators  would  proceed  to  transition 
into  the  new  program  promptly.  Such  transition  for  the 
reasons  cited  in  1  above  might  require  4  years  time  for 
complete  transfer. 
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4.  The  language  on  domestic  trade  restrictions  is 
satisfactory  to  Lykes.  To  our  knowledge  those  domestic 
operators  that  have  not  agreed  are  still  trying  to 
fashion  replacement  language. 

5.  A  great  trading  nation  such  as  the  U.S.  without  a 
merchant  fleet  is  weakened  in  the  eyes  of  its  trading 
partners.  This  is  true  because  trading  nations  rely  on 
their  merchant  fleets  to  carry  a  large  portion  of  their 
exports  and  imports  and  to  uphold  their  ability  to  serve 
markets  with  service  and  fair  rates. 

In  the  ordinary  course  of  relations  between  countries 
foreign  lines  would  not  discriminate  against  American 
shippers,  but  relations  change  rapidly  and  provocations 
between  even  the  friendliest  countries  occur  which  might 
cause  a  trade  war  that  would  leave  the  United  States 
quire  vulnerable  to  rate  and  service  discriminations  in 
such  circumstances. 

Finally  I  know  from  years  of  experience  in  rate  making 
conferences  that  American  lines  frequently  have  to  argue 
and  threaten  to  achieve  rate  levels  that  are  competitive 
for  American  shippers. 

6.  We  have  already  been  forced  to  replace  fifteen  of  our 
overage  American  flag  ships  with  foreign  flag  vessels. 
Labor  understands  our  position  which  is  entirely  the 
fault  of  the  Merchant  Marine  Act  provisions  and  the 
failure  by  Congress  and  the  last  several  administrations 
to  provide  a  means  to  competitively  purchase  replacement 
tonnage  under  the  American  flag. 

7.  Some  progress  has  been  made,  more  is  needed.  Progress  in 
changing  the  Coast  Guards  manning  requirements  for 
American  ships  is  considerably  behind  that  of  other 
maritime  nations  and  needs  to  change  in  order  to  produce 
manning  reductions. 
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Response  Of 

Central  Gulf  Lines  and  Waterman  Steamship  Corporation 

To  Written  Questions 

on 

H.R.  2151 


1.  In  your  opinion,  will  the  proposed  legislation  accomplish  its 

goal  of  providing  enough  incentives  to  maintain a viable — U.S. 

merchant  marine?  How  could  the  package  be  improved  given  existing 
budget  limitations? 

H.R.  2151  addresses  many  of  the  critical  problems  faced  by  U.S. 
flag  liner  operators  today.  The  testimony  of  the  nine  liner 
operators  before  the  Subcommittee  on  Merchant  Marine  on  May  24, 
1993,  represented  the  culmination  of  many  months  of  careful 
consideration  by  the  liner  companies  of  the  program  elements  that 
are  necessary  to  foster  a  healthy  and  viable  U.S.  flag  merchant 
marine.  Those  elements  were  incorporated  as  attachment  3 — 
Maritime  Security  Fleet  Program —  to  the  May  25th  testimony.  To 
the  extent  that  the  Committee  is  able  to  align  HR  2151  with  the 
provisions  of  the  Maritime  Security  Fleet  Program,  the  greater  the 
prospect  that  a  strong  U.S.  flag  merchant  marine  will  result. 

2.  The  proposed  legislation  does  not  include  a  limitation  on  the 
number  of  vessels  that  may  be  enrolled.  Could  vou  provide  a 
realistic  estimate  of  the  number  of  vessels  that  vou  believe  should 
be  supported  by  the  proposed  program? 

The  liner  carriers  recommended  a  program  of  not-less-than  110  liner 
vessels.  This  recommendation  took  into  consideration  both  the 
existing  U.S.  liner  fleet,  while  also  providing  for  growth  of  the 
fleet.  We  believe  that  realistically  the  U.S.  flag  liner  fleet 
would  number  approximately  95  liner  vessels.  Under  H.R.  2151  as 
currently  drafted,  U.S.  flag  bulk  vessels  would  also  be  eligible  to 
participate  in  the  new  program.  Bulk  vessels  are  not  included  in 
our  estimate  of  the  number  of  vessels  that  should  be  supported  by 
the  new  program. 

3.  To  what  extent  would  existing  OPS  operators  transfer  vessels 
into  the  new  program? 

Waterman  Steamship  Corporation's  Operating  Differential  Subsidy 
(ODS)  Contract  expires  on  December  31,  1996,  only  nine  months  after 
the  Maritime  Security  and  Competitiveness  Act  of  1993  would  come 
into  effect.  While  we  cannot  comment  on  the  plans  of  other  ODS 
operators,  Waterman's  current  intention  would  be  to  transfer  the 
four  vessels  operated  under  its  ODS  contract  into  the  new  program 
on  January  1,  1997. 
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4 .  Does  the  proposed  language  on  domestic  trade  restrictions 
provide  an  adequate  level  of  operating  flexibility  to  subsidized 
carriers  while  protecting  the  rights  of  domestic  operators?  If 
not,  has  the  industry  agreed  on  replacement  language? 

Central  Gulf  and  Waterman  are  not  engaged  in  the  trades  covered  by 
the  proposed  language  on  domestic  trade  restrictions.  We, 
therefore,  would  leave  resolutions  of  these  matters  to  those 
companies- which  participate  in  the  domestic  trades. 

5.  Please  explain  how  a  U.S.  flag  fleet  is  important  to  the 
economic  security  of  the  United  States.  Do  you  really  think 
foreign  lines  would  discriminate  against  American  shippers? 

The  U.S.  flag  fleet's  impact  on  our  economy  is,  we  think,  generally 
underestimated.  In  addition  to  the  seagoing  jobs  that  usually  are 
the  sole  focus  of  consideration,  U.S.  flag  liner  companies  maintain 
complex  shore  side  organizations  in  support  of  their  operations. 
A  multitude  of  services  from  accounting  to  medical  advice  for  the 
ships  at  sea  are  provided  by  our  shore  side  staff.  Both  the 
employment  of  U.S.  citizens  by  these  organizations  and  the  services 
they  provide  have  a  substantial  "ripple  effect"  in  our  economy. 
Absent  a  U.S.  flag  merchant  marine,  we  believe  that  foreign  flag 
lines  would  discriminate  against  U.S.  shippers  and  cause  freight 
rates  to  increase  dramatically. 

6.  If  Congress  fails  to  enact  maritime  revitalization  legislation 
this  year,  what  steps  do  you  plan  to  take  in  the  near  future  to 
rationalize  your  fleets?  Have  you  discussed  your  plans  with 
maritime  labor? 

We  are  optimistic  that  the  Administration  and  Congress  will 
recognize  the  significant  contributions  of  the  merchant  marine  to 
our  economic  and  military  security  and  will  act  this  year  to 
prevent  its  further  decline.  We,  therefore,  have  no  present  plans 
to  rationalize  our  fleets. 

7 .  Have  the  companies  and  the  unions  made  any  progress  in 
achieving  productivity  improvements  in  ship  operations?  Do  you 
expect  such  discussions  to  result  in  meaningful  cost  reductions? 

Significant  progress  has  been  made  in  improving  productivity  in  our 
operations.  Over  the  next  two  years,  we  will  be  engaged  in 
contract  negotiations  with  all  of  our  unions  and  have  every 
indication  that  our  unions  will  respond  responsibly  to  the 
difficult  issues  of  productivity  and  rationalization. 
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June    24,     1993 


Hon.  William  O.  Lipinski 

Chairman,  Subcommittee  on  Merchant  Marine 

House  Committee  on  Merchant  Marine  and  Fisheries 

543  Ford  House  Office  Building 

Washington,  DC  20515-6230 

Dear  Chairman  Lipinski: 

This  letter  responds  on  behalf  of  Totem  Resources 
Corporation  ("TRC")  to  questions  received  under  cover  of  your 
letter  dated  June  10,  1993.   Questions  1-3  and  5-7  relate 
primarily  to  international  trades.   Because  TRC  and  its  principal 
operating  subsidiaries,  Foss  Maritime  Company  ("Foss")  and  Totem 
Ocean  Trailer  Express,  ("TOTE")  are  exclusively  domestic 
carriers,  we  express  no  opinion  concerning  those  matters,  except 
to  reiterate  our  strong  support  for  maritime  reform  which 
strengthens  international  carriers  without  providing  them  with  an 
unfair  advantage  over  unsubsidized  domestic  carriers. 

In  response  to  question  4,  as  stated  in  our  written 
statement  dated  May  25,  1993,  certain  provisions  of  H.R.  2151,  in 
particular  subsection  406 (c) (2) (C) (v) ,  are  unacceptable  as 
drafted.   Foss  and  TOTE  support  the  compromise  language  attached 
to  the  joint  statement  of  American  President  Companies,  Central 
Gulf  Lines,  Crowley  Maritime  Corporation,  CSX  Corporation/Sea- 
Land  Service,  Farrell  Lines,  Lykes  Brothers  Steamship  Company, 
Matson  Navigation  Company,  Totem  Resources,  and  Waterman 
Steamship  Company  dated  May  25,  1993  (the  "Carrier  Compromise") 
with  the  addition  of  the  specific  grandfather  date  of  July  1, 
1992,  as  previously  agreed  to  by  Foss,  Matson,  Sea-Land,  and 
TOTE.   Thus  subsection  (d) (6) (D)  of  the  Carrier  Compromise  should 
read  as  follows: 

Unscheduled,  contract  carrier  tug  and  barge  service 
between  points  in  Alaska  not  served  by  the  common  carrier 
service  permitted  by  subsection  (B)  and  points  in 
Washington  with  an  annual  capacity  allocated  to  such 
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service  not  exceeding  100  percent  of  the  total  capacity 
of  the  equipment  which  was  (a)  dedicated  to  such  service 
on  July  1,  1992  and  (b)  actually  utilized  in  such  service 
during  all  or  part  of  the  two  years  preceding  July  1, 
1992. 

The  parallel  provision  of  H.R.  2151  is  subsection 
406(c) (2) (C) (v) . 

This  language  permits  Crowley  to  continue  its  contract 
carrier  operations  in  Alaska  at  the  same  level  as  during  the  two 
years  prior  to  July  1,  1992.   The  contract  carriage  cannot 
supplement  Crowley's  common  carrier  service  nor  can  it  replace 
common  carrier  service  that  is  terminated  after  July  1,  1992. 
For  each  barge  or  other  piece  of  equipment,  the  "annual  capacity" 
being  grandfathered  is  the  physical  capacity  of  the  barge  times 
the  number  of  voyages  which  that  barge  actually  made  during 
either  of  the  two  calendar  years.   Crowley  may  substitute 
different  equipment,  in  case  a  particular  barge  has  sunk  or  been 
moved  to  a  different  part  of  the  world,  so  long  as  the  total 
annual  capacity  does  not  exceed  the  amount  grandfathered  under 
this  subsection.   In  addition,  if  a  piece  of  equipment  made  more 
voyages  in  one  of  the  two  years  prior  to  July  1,  1992  than  in  the 
other,  the  grandfathered  capacity  is  based  on  the  greater  number 
of  voyages. 

Foss  and  TOTE  are  aware  that  Crowley's  June  14,  1993  written 
statement  insists  that  Crowley  should  be  allowed  to  receive 
subsidy  and  also  operate  without  any  restrictions  on  its  contract 
service.   But  as  explained  in  our  statement,  there  is  no 
meaningful  commercial  distinction  between  common  carrier  service 
and  contract  carrier  service  in  Alaska.   Foss  and  TOTE  compete 
with  both  common  and  contract  carriers.   Therefore  Crowley's 
position  is  simply  this:   Give  us  subsidy  without  any 
restrictions  on  our  domestic  operations.   All  of  the  other 
carriers,  including  Sea-Land,  whose  domestic  operations  are  much 
larger  than  Crowley's,  have  set  that  position  aside  and  it  is 
time  for  Crowley  to  do  likewise. 

Crowley's  statement  opposes  the  grandfather  date  of  July  1, 
1992  because  of  the  length  of  time  between  that  date  and  the  date 
when  subsidy  payments  are  likely  to  begin.   But  Crowley  also 
prefers  the  1979  date  in  H.R.  2151  over  the  1992  date,  even 
though  1979  would  be  a  much  longer  gap  in  time  between  the 
grandfather  date  and  the  time  subsidy  payments  would  begin  than 
the  other  domestic  carriers  have  proposed. 
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In  addition,  and  in  order  to  allow  even  more  flexibility  and 
responsiveness  to  emergencies,  Foss,  Matson,  Sea-Land  and  TOTE 
are  willing  to  add  a  new  section  (d) (10)  to  the  Carrier 
Compromise  reading  as  follows: 

Notwithstanding  any  other  provision  of  this  Section  406, 
the  Secretary  may,  without  hearing,  temporarily  waive  the 
application  of  subsection  (a)  (1)  (B)  if  the  Secretary 
finds  that  a  material  change  or  increase  is  essential  in 
order  to  respond  adeguately  to  (i)  an  environmental  or 
natural  disaster  or  emergency  or  (ii)  other  emergency 
declared  by  the  President,  and  that  adequate  capacity  is 
not  otherwise  reasonably  available.  Any  such  waiver 
shall  be  for  a  period  not  to  exceed  45  days,  provided 
that  such  waiver  may  be  renewed  for  30  day  periods  if  the 
Secretary  finds  that  adequate  capacity  continues  to  be 
otherwise  unavailable.  Any  person  may  petition  the 
Secretary  for  denial  or  termination  of  any  such  waiver 
and  the  Secretary  shall  deny  or  terminate  such  waiver, 
without  hearing,  upon  a  showing  that  adequate  capacity  is 
available  without  necessity  for  such  waiver. 

This  language  should  be  inserted  in  H.R.  2151  as  new  subsection 
406(c) (2) (F). 

This  provision  allows  the  Secretary  to  waive  the  general 
prohibition  against  subsidized  service  in  domestic  trades,  and  to 
lift  any  restrictions  on  domestic  service  contained  in  waivers, 
in  the  event  of  a  natural  disaster,  such  as  a  major  oil  spill,  or 
in  the  event  of  the  national  emergency  declared  by  the  President, 
if  the  Secretary  finds  that  the  carriers  in  the  trade  are  unable 
to  provide  sufficient  capacity.   The  waiver  is  limited  to  45 
days,  with  the  possibility  of  30  day  renewals  until  adequate 
unsubsidized  equipment  is  available.   This  waiver  applies  to 
section  406  only,  and  does  not  waive  the  requirements  of  other 
law,  such  as  the  Jones  Act.   It  is  similar  to  the  waiver 
provisions  of  the  Section  506  of  the  1936  Act  and  to  chapter  1155 
of  the  Act  of  December  27,  1950,  which  allows  waivers  of  the 
Jones  Act  in  the  event  of  a  national  defense  emergency. 

With  the  addition  of  the  July  1,  1992  grandfather  date  and 
the  language  allowing  the  Secretary  to  grant  a  waiver  in  the 
event  of  an  emergency,  (both  of  which  have  been  agreed  to  by 
Foss,  Matson,  Sea-Land  and  TOTE)  we  believe  that  the  Carrier 
Compromise  would  achieve  the  goal  of  assisting  international 
carriers  when  they  compete  in  international  trades  while 
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providing  both  flexibility  for  subsidized  carriers'  domestic 
operations  and  adequate  protection  for  exclusively  domestic 
operators. 

Very  truly  yours, 

GARVEY,  SCHUBERT  &  BARER 


By 

Alan  A.  Butchman 


Washington  D.C.  Counsel  for  Foss 
Maritime  Company,  Totem  Ocean 
Trailer  Express,  and  Totem 
Resources  Corporation. 
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